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FOREWORD 


Thereisa need for the United States to move the debate 
over the challenge China presents us beyond the 
dispositions of the attention grabbing advocates: the 
rationalizers who explain Chinese actions in benign terms 
with their own political or academic motives, or the 
denigrators, who are 'The Chi nese Are Comi ng” school— to 
wit: China is belligerent, a threat, in short, a monster. It is 
increasingly important for Americans to think carefully 
about the vast complexities of theU.S.-China relationship, 
and the calculations that go into forming courses of action. 
The C hi nese have to consi der some of the same real iti es we 
do when planning military actions and strategy. The key 
question is: will China's so-called first priority of economic 
development and its resulting influence on domestic social 
stability curtail China's continuing reliance on military 
force as a means of exerting its influence? In addition, will 
economic development enhance China's comprehensive 
nati onal power and thus contri bute to some of Ch i na's more 
unhealthy goals, such as dominating the South China Seas, 
seizing Taiwan by force, or grabbing theSenkaku Islands 
fromj apan?lstheChina-Taiwan economic dynamic strong 
enough to offset military adventurism? The rationalizers 
often say security and sovereignty will always trump 
economic determinism, others insist economic factors will 
change China— and thus decrease the chances of war, 
especially with China winningthe20080lympics. How this 
dilemma is managed by the United States, China, and 
Taiwan will affect thefuture of Asia, and perhaps theworld. 
We havetried to present in this book factual and analytical 
essays which stress the need for squarely addressi ng these 
questions. 

So, this volume should makea valuable contribution by 
addressing the issue of what would beat stakefor China if 
Beij i ng wereto pursue mi I itary sol uti ons. Thechapters that 
follow were originally presented at a conference at the U.S. 
Army War College (USAWC) held in December 2000. It is 

v 



the tenth annual conference on the People's Liberation 
Army (PLA) that I have organized under the auspices of the 
American Enterprise Institute and the Heritage 
Foundation. This isthe third PLA conference volume to be 
published by the USAWC Strategic Studies Institute. I 
commend it to you. 


Ambassador J ames R. Li I ley 
Senior Fellow 

American Enterprise I nstitute 



CHAPTER 1 


INTRODUCTION 


Andrew Scobell 
Larry M. Wortzel 

A widely held belief is that China will not use force 
against Taiwan. Frequently, one of two major assumptions 
is made to justify this assertion: first, Chinese leaders 
real izethat the economic cost of such an operation would be 
unacceptable; second, China's leaders recognizethat, for at 
least the next decade or so, any attempt to seize Taiwan 
would be doomed to failure. Both these assumptions are 
questionable and indeed downright dangerous. 

The basis for the former proposition is the assumption 
that China has too much to lose economically to risk a 
conflict overTaiwan. Certainly, China's leaders haveplaced 
the highest priority on economic growth over the past 2 
decades. Chi na's economy has gradual ly been growi ng out of 
thecentrally planned model, and moreand more production 
and pricing are being determined by the market. 1 And 
China has become increasingly intertwined with the global 
economic system through trade and investment. 2 Moreover, 
economic ties increasingly bind the People's Republic of 
China (PRC) together with the larger Chinese diaspora, 
particularly with the territories of Hong Kong and Macao 
and with the island of Taiwan— what has become known as 
"Greater China” or the "China Circle." 3 These burgeoning 
cross-strait economic links have continued to grow during 
the 1990s. This growing economic interdependence is 
examined in detail in the chapters by Ralph Clough and 
J ohn Tkacik in this volume. 

The latter assumption, that China must wait a decade 
before it is able to act against Taiwan, has recently been 
made by several military analysts, especially those who 
have focused on amphibious invasion scenarios. After 
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studying the array of forces available on both sides of the 
Taiwan Strait, these researchers conclude such an 
operation would not succeed in the foreseeable future. 4 
Unfortunately, by focusing on this extreme and, in our view, 
least likely scenario and remaining at the operational level, 
these analysts miss the strategic considerations that guide 
China's actions vis-a-vis Taiwan. As many researchers 
recognize, China, like most countries, tends to play to its 
strengths. And in Beijing's view, the chances of an 
amphibious assault succeeding are slight. Rather than 
concentrate on launching a seaborne invasion ofTaiwan, it 
is far more I i kely to employ its extensive arsenal of bal I istic 
missi les to bombard the island and/or its submari nefleet to 
enforce a blockade. 5 Moreover, Beijing does not just have 
conventional military options. In addition to weapons of 
mass destruction (WMD) alternatives, China also can 
employ other elements of national power: informational, 
political, and even economic. 6 

The above discussion begs three questions. First, "Can 
China afford to attack Taiwan?" According to a Chinese 
economic analyst in Beijing, speaking to New York Times 
columnist Thomas Friedman in 1996, the clear answer is: 
"No— it would stop investment in China, stop growth, stop 
our last chance to catch up with the rest of the world." 7 But 
inquiring minds will not be satisfied with a single round of 
question and answer. Indeed, the follow up question is: 
"Would China under certain circumstances use military 
force against Taiwan no matter what the economic 
consequences?" The answer, according to Friedman, is 
"absol utely." 8 M any analysts, i ncl udi ng the contri butors to 
this volume, would concur with this judgment. The third 
key question, posed by David Finkel stein in his contribution 
to this volume, is: 'What price is acceptable [to China]?" 
This is the hardest question to answer, although as Ellis 
J offe concludes in his contribution it is likely that China's 
leaders are prepared to pay a high price for a war that in 
their minds would have a good chance of success (i.e., 
capture Taiwan). Thus, it would be extremely unwise to 
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dismissChina'sinsistencethat unification with Taiwan is a 
key national security objective to be achieved by force, if 
necessary, as merely hot air. AsJ offe observes, the depth of 
Chinese feeling toward the Taiwan issue should not be 
underestimated, particularly among military leaders. 
Taiwan is vital for the legitimacy of the regime in Beijing as 
well as an important strategic asset. 

There are important factors that mitigate against the 
use of force. There is considerable internal unrest in China 
due to economic conditions. This unrest would increase if 
foreign investment dropped; if unrest increases, the 
People's Liberation Army (PLA) would be busy protecting 
the Communist Party; and China would have a difficult 
time reconstituting its combat capabilities. Nevertheless, in 
theface of even more dau nti ng probl ems, such as i n K orea i n 
1950, China has resorted to military force. 

Other possible location s for the use of force by China in 
East Asia are where Beijing has territorial disputes with 
other states. China claims the Senkaku or Diaoyutai 
Islands in the East China Sea that are currently controlled 
by J apan. Beijing also believes it has sovereignty over vast 
swaths of maritime territory surrounding numerous reefs 
and atolls in the South China Seas that are claimed by 
various other countries in the region. China has only used 
indirect threats of force to make good on its claims on the 
East China Sea I slands, but it has employed military power 
to acquire the Paracel I slands from Vietnam in 1974, in the 
Spratly Islands against Vietnam in 1988, and in Mischief 
Reef against the Philippi nes in 1995. WhileChina insists it 
wishes to solve the disputes in the South China Sea 
peaceful ly and i s wi 1 1 i ng to cooperate and share the natural 
resources in this area, it has refused to renounce claims or 
abjure the use of force. Still, given the remoteness of the 
claims in the South China Sea and the limited force 
projection capabilities of China and its rival claimants, any 
warfare is likely to be sporadic and limited in nature. 
Analysts have commented on China's "creeping assertive- 
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ness" in the region and dubbed its strategy as constituting 
"slow intensity conflict." 9 

The obvi ous fl ash poi nt of greatest concern i s theTai wan 
Strait, and it is a discussion of a Taiwan scenario that 
absorbs much of this volume. Finkel stein examines China's 
strategic thinking about a possible conflict in the Taiwan 
Strait. He contends that Chinese strategists now assume 
that a war with T ai wan automati cal ly means a confl i ct with 
the United States. Since, in their view, U.S. power is 
growing and China's will remain limited for the foreseeable 
future, Beijing cannot be sanguine about its prospects in 
such a military confrontation. The prime concerns of 
Chinese analysts tend to be how to keep a conflict from 
escalating into an all-out war between China and the 
United States, and how to prevent a conflict from triggering 
a cold war between China and the United States. Neither a 
major hot war nor a prolonged cold war with Washington is 
in Beijing's interests. Finkelstein concludes that Chinese 
strategic thinkers are engaged in a careful cost-benefit 
analysis regarding a war in theTaiwan Strait. 

Ralph Clough and J ohn Tkacik both focus on the 
economic dimension of cross-strait relations. Clough 
emphasizes what he cal Is "conflicting tendencies": economic 
integration on the one hand and political impasse on the 
other. The extent of the integration is indicated by the fact 
that Taiwan currently has an estimated U.S. $25 billion 
invested in China and a similar amount in contracted 
investments. Moreover, on any given day some 200,000 
Taiwanese are living, working, or traveling on the 
mainland. Most of these individuals are engaged in 
industry, in managing factories producing such diverse 
products as shoes, motorcycles, and information technology 
(IT) hardware. Clough points out the growing 
interdependence between T aiwan (one of the top producers 
of computers and computer software), China, and the 
United States. This is because much of the actual 
manufacturing and assembly of Taiwanese companies' IT 
products are now done on the mai nl and and then sh i pped to 
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buyers in the United States. A conflict in the strait would 
disrupt this IT triangle and likely result in shortages of IT 
hardware i n the U nited States. 

In his chapter, Tkacik highlights Taiwan's growing 
dependence on the mai nland and argues that the multitude 
of economic strings that ties the island to China will deter 
Taipei from pursuing independence. Taiwan is now 
esti mated to do more than U .S.$30 bi 1 1 i on i n two-way trade 
with China annually. Tkacik is concerned that Beijing is 
unconvinced of Taipei's desire to safeguard its economic 
well-being. 

Theimpact of a China conflict on countries in the region 
is assessed in chapters by Taeho Kim and Carlyle Thayer. 
Kim examines the impact of a conflict on China's relations 
with J apan and South Korea and concludes that the costs 
would be high. A war would negatively affect trade with 
these two countries. J apan is China's second largest trading 
partner with an estimated U.S. $85 billion bilateral tradein 
2000. South Korea, meanwhile, is China's third largest 
trading partner with approximately U.S. $33 billion in 
two-way trade last year. Moreover, in the security sphere, a 
war would likely push J apan to further upgrade its defense 
relationship with theU nited Statesand lead South Korea to 
draw closer to the United States militarily. 

Thayer examines China's ties with Southeast Asia and 
Australia. Beijing has good relations with virtually all the 
countries in the region although there are some tensions, 
notably with Manila, particularly over conflicting maritime 
claims in the South China Sea. China's trade with the 
Association of Southeast Asian Nations (ASEAN) countries 
grew steadi ly duri ng the 1990s to morethan U .S.$30 bi 1 1 i on 
by 2000. ASEAN foreign direct investment in China had 
reached an estimated U.S. $3.6 billion by the late 1990s. 
Thayer concludes that if China becomes embroiled in a war, 
theseeconomictieswill likely be damaged and the countries 
of the region will very possibly engage in closer defense 
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cooperation. Australia also has growing economic ties with 
China but doesnottendtoseeBeijingas much ofathreat. 

J offe analyzes the attitudes of the P LA toward T aiwan. 
He notes that the PLA has become more professional over 
the past 2 decades, but this has had the effect of pushing 
soldiers into more prominent and significant policy roles. 
This isespecial ly trueon the issueof Tai wan. Whilethe PLA 
is highly nationalistic, Chinese soldiers are not itching for 
war because most recognize that the cost of a conflict over 
Taiwan is likely to be quite high. J offe concludes that, 
although Beijing is not confident of China's ability to deter 
U.S. intervention or decisively defeat the American military 
on the battlefield, Chinese military leaders seem quite 
confident of their country's ability to withstand sustained 
American attacks agai nst Chi na and outlast any i nitial U .S. 
enthusiasm for prosecuting a war in Asia. 

Alexander Huang reviews the defense policy of the 
administration of Taiwan President Chen Shui-bian. Chen 
has long been interested in defense matters dating back to 
hisdaysin theLegislativeYuan prior to becoming mayor of 
Taipei in the early 1990s. As part of his preparation for his 
successful 2000 presidential election campaign, he 
formulated a new defense concept dubbed "decisive 
campaign beyond boundaries."This strategy entailstaking 
the fight to the enemy beyond the coastline of Taiwan. If 
China uses force against Taiwan or if there is a clear 
indication that China is preparing todo so imminently, then 
Taiwan will strike. The new security concept is 
controversial in Taiwan because of fears that it is 
unnecessarily provocative and will antagonize China. 

J ames Mulvenon outlines the process of divestiture of 
thecommercial ventures ofthe PLA and assesses its results. 
He argues that the initiative was less rapid and 
conflict-ridden than is often assumed. Mulvenon contends 
that the process of divestiture was underway well before 
J iang Zemin's much publicized announcement of the 
initiative in mid-1998. He also asserts that there was a high 
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degree of ci vi l-mi I itary consensus that the step was needed. 
The divestiture process has resulted in the majority of PLA 
for-profit enterprises being taken out of military hands, 
although a small but significant portion remains. He 
suggests that it would be foolish toassumethat continued 
PLA involvement in economic activities would hinder the 
military response in a conflict situation. 

Wendy Frieman examines China's ballistic missile 
capabilities and intentions in light of U.S. missile defense 
initiatives. She argues that China's possession of ballistic 
missiles lowers the costs to Beijing of resorting to military 
conflict. Beijing's response to American moves toward the 
development and deployment of theater missile defenses in 
theAsia-Pacificto protect its forces and allies and national 
missile defense to protect the U.S. homeland will be to 
i n cr ease i ts mi ssi I e a r sen a I s, su ggests Frieman.The costs to 
China of building more short range ballistic missiles 
(SRBMs) and Intercontinental Ballistic Missiles (ICBMs) 
will be strictly monetary, Frieman asserts. The actual 
production costs she estimates at approximately the 
equivalent of U.S.$ 100,000 for each of the former and 
approximately U .S.$12.5 million for each of the latter. Such 
costs can easily be absorbed by Beijing. Of course, if, in the 
event of conflict, the missiles are actually used, then China 
wi 1 1 need to bear the costs of repl aci ng them. 

In sum, the authors in this volume tend to believe that 
China will incur a significant cost if it resorts to military 
conflict anywhere in the Asia-Pacific. The cost of conflict 
will not only be measured in PLA casualties and the loss of 
military hardware. It will also be measured in terms of the 
damage to China's economy, its relations with countries in 
the region, and Beijing's global reputation. One can only 
hope that the substantial costs that would be incurred will 
deter C h i n a from wagi ng wa r or at the very I east th i n k twi ce 
before doing so. 
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CHAPTER 2 


CHINESE PERCEPTIONS OF THE COSTS 
OF A CONFLICT 


David M. Finkelstein 


Introduction. 

Th i s yea r, th e confer ence orga n i zers ha ve establ i shed a n 
extremely ambitious agenda. The conference theme, 'The 
Costs of a Conflict," should be approached with a high 
degree of cauti on because we are departi ng somewhat from 
ou r u su a I r ol es. U su a 1 1 y , as sped a I i st s a n d resea r ch er s, th i s 
group relies on databased empiricism to draw likely 
conclusions about our research topics. On this occasion, and 
cl early for good reason, given the importance of the subject, 
we have been asked to enter the mu r ky wor I d of specu I ati on . 
As least I have been asked to dive into murky waters, 
because I have been asked to speak to an elusive topic: 
"Chinese Perceptions of the Costs of a Conflict." 

Toclaimto havea clear understanding of this question 
would require a level of arrogance that even I have yet to 
achieve. So let me be up front. I have no bottom-line truths 
on this topic. No one can speak with authority on how the 
Chinese who matter perceivethe potential costs of a conflict. 
Therefore, I have no unassailable insights to offer this 
group. Most of what I have to offer is highly subjective. It is 
speculative. It is based on a meager handful of articles 
published in the mainland press, informed by a limited 
nu mber of conversat i ons wi th i nter I ocutors, and bou nded by 
my own interpretation of Chinese history. With those 
caveats placed upon the table, let us proceed with thetopic 
at hand. 
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Defining the Question. 

1 1 seems to me that there are two questi ons that need to 
be addressed. First, "Do the Chinese even think about the 
potential costs they may have to pay should Beijing feel it 
has to use military force to attempt to achieve unification 
with Taiwan?" Second, "If so, what do we know about what 
they thi nk about the potent i a I costs of a confl i ct?" P hrasi ng 
the questions in this manner requires some further 
refinement for the sake of bounding the discussion. 

First, what we are talking about is the use of military 
force to actually achieve unification— not the use of the 
mi I i tary el ement of nati onal power to merel y coerceT ai wan . 
What we are tal ki ng about i s an actual confl i ct— a war— not 
a demonstration of force to deter T aipei from one course of 
action or another, or to "send signals" such as in 1995-96. 
Second, for the purposes of this discussion, we need not 
attempt to define the military scenario; i.e., how China 
might use military force. Third, neither do we need to 
speculate about how the conflict would end or to whose 
favor. 

A Proposition From The Historical Record. 

Let me start with a proposition. Even in the absence of 
hard data, I would be surprised if the larger community of 
security analysis (xitong) in Beijing and beyond, military 
and civilian, is not thinking very carefully about the 
potent i a I costs a n d ben ef i ts of m i I i ta ry conf I i ct over Ta i wa n . 

Stated in the affirmative, I am prepared to assert that 
there is likely a good deal of thinking going on about the 
potential risks and costs. 

I say this even in the absence of hard evidence because 
the historical record suggests it. We are talking about a 
civilization and culture that has a legacy of strategic 
calculation that is morethan two millennia in the running. 
This is, after all, the civilization that gave the world the 
oldest surviving, written treatise on war and statecraft. I 
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refer of course to Sun Zi Bing Fa. Every once in a while it is 
good to review what Master Sun had to say about war. What 
onefi nds i s that al most the enti re treatise i s about the need 
for proper cost-benefit analyses at the strategic, 
operational, and tactical levels of warfare. Indeed, at the 
strategic level of warfare, Sun Zi cautions rulers and 
generals alike that whether one should engage in a war at 
all is the most serious calculation. In fact, the very first 
sent en ce of t h e very f i r st ch a pt er ( E st i mates) of S u n Z i B i n g 
Fa talks to this: 

War is a matter of vital i mportancetotheState; the provi nee of 
life or death; the road to survival or ruin. It is mandatory that 
it be thoroughly studied . 1 

I ntheprefacetohisown book of commentaries on Sun Zi 
Bing Fa published in 1995, Major General XieGuoliang of 
the People's Liberation Army (PLA) Academy of Military 
Science highlighted the seriousness of contemplating war 
when he offered that the first of all the principles one can 
learn from Sun Zi is, ". . . have adequate respect for war and 
be wary of wagi ng one." 2 

Of course, we are talking about a book of uncertain 
origins that was purportedly written some 2,000 years ago. 
Sothe question, then, isthis: I s it a stretch to postulate that 
Sun Zi Bing Fa and all of its emphasis on calculations have 
any relevance to current Chinese thinking on the issue at 
hand? 

Therewasatimewhen I would have answered, 'Yes, it is 
a stretch." However, having attended the "5th Annual 
International Symposium on Sun Zi's Art of War" held in 
Wuxian City in October 2000, 1 am now of a mind that the 
study of Sun Zi Bing Fa is alive and well among Chinese 
military strategists. 

Without being sidetracked by the details of the 
conference, suffice it to say that over 100 PLA officers— from 
Majors to Lieutenant Generals, from Beijing and from at 
least three Military Regions outside of Beijing, from 
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military academics to officers of the Second Artillery 
(strategic rocket forces)— gathered for 3 1/2 days to engage 
in serious and very professional discussion about this 
ancient treatise. Much of the discussion was about the 
application and relevance of Sun Zi to modern strategic 
issues. 3 

Of course, the historical record suggesting a legacy of 
careful calculations about war by Chinese need not go back 
as far as Sun Zi. Closer to our own times we need look no 
further than what the Chinese call Mao Zedong J unshi 
Si xiang, or, "Mao Zedong Military Thought." 

This particular group needs no introduction to the very 
pragmatic approach to warfare taken by Mao. But I always 
I i ke to point out that by the end of 1947, M ao was a rather 
conservative military planner, having learned many 
painful lessons throughout the 1920s, 1930s, and early 
1940s. By "conservative" I do not mean "passive." M y use of 
the word "conservati ve" i s meant to convey a sense of M ao's 
u se of ca r ef u I ca I cu I at i on s a n d cost- ben ef i t a n a I y ses a s pa rt 
of the operational planning process. 

Of the ten famous "principles of operations" Mao 
highlighted for his commanders at the Central Committee 
meeting at Yanjiakou in December 1947, the onethat seems 
to have had the most durability since 1949 is Number 5: 

Fight no battle unprepared, fight no battle you are not sure of 
wi nni ng; make every effort to be wel I prepared for each battle, 
make every effort to insure victory in the given set of conditions 
as between the enemy and ourselves . 4 

The point of this historical digression, then, is to make 
the point that, even if we had no data at all indicating that 
Chinese leaders and planners are thinking about the 
potential costs of a conflict over Taiwan, the historical 
record (not to mention just good common sense) would 
provide some reason to believe that Beijing will not enter 
into such a conflict without some careful analysis. 


12 



Of course, careful analysis is no guarantee of correct 
analysis. So the question remains to be asked: "Do we have 
any evidence that Chinese analysts and other concerned 
individuals are thinking about what is at stake should 
military force against Taiwan be required to achieve 
unification?” Do they think about the "downside" of such an 
endeavor? 

Some Speculation from the Contemporary Record. 

My own reading of the mainland press and journals as 
well as discussions with Chinese interlocutors leads me to 
believe that there are at least some Chinese security 
analysts that do understand what is at stake and that the 
costs to China, even if victorious militarily, could be quite 
high. 

There are three indicators that lead me to believe this. 
The first indicator revolves about three recent and key 
analytic judgments by Chinese analysts that now appear to 
be accepted as mainstream thinking. The second indicator 
is a meager handful of articles published on the mainland. 
The third indicator is some informal conversations with 
Chinese security analysts. 

Indicator #1: Three Recent and Key Chinese 
Analytic J udgments. 

ChineseAnalyticJ udgment#l: War with Taiwan means 
conf I i ct wi th the U n i ted States. 

Although the United States Government continues to 
follow what some have termed a "policy of ambiguity" 
regarding its military intentions should Taiwan and China 
be at war, the Chinese have come to their own conclusion 
and working assumption. 

Whether reading mainland journals or talking with 
interlocutors, it is very apparent that Chinese security 
plannersand analysts, both military and civilian, now take 
as a working assumption that any conflict between the 
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People's Republic of China (PRC) and Taiwan will mean 
U.S. military intervention on the side of Taiwan. 

This judgment, I would argue, is a relatively recent 
development. It is a result of what I like to call 'The Great 
Peaceand Development of 1999" that took pi ace i n the wake 
of NATO's intervention in Kosovo. 5 

Prior to what the Chinese refer to as the "U.S.-led" 
Kosovo operation, there were many Chinese security 
analysts who questioned whether the U nited States would 
intervene with military force in a hypothetical cross-strait 
military scenario. Some argued that U.S. vital national 
interests did not warrant a conflict with the mainland over 
Taiwan. Taiwan, they argued, is not the Persian Gulf— a 
reference to vital U.S. oil interests and the Gulf War (a 
Chinese view). Others argued that the United States still 
suffered from a "Somalia Syndrome” and does not have the 
national will to engage in a serious conflict with China over 
the island. The implicit assumption being that such a 
conflict will not be casualty-free for the United States. Still 
others argued that the nature of the U .S. political system, 
especially the "contradictions" between the executive and 
legislative branches, would makeit difficultto mobilize the 
popular political will, or achieve a political consensus quick 
enough, to enter a cross-strait scenario even if Washington 
wanted to. 

Kosovo and the ensuing security debate of 1999 
overturned all of these arguments. One result of China's 
national security debate in 1999 was a general consensus 
that the analytic conclusions above were not valid. There 
was a general assessment that the United States— in order 
to maintain its "sole superpower status"— was clearly 
capable of using the military element of national power to 
intervene around the world in seemingly (to Chinese) 
irrational ways that did not necessarily have any pragmatic 
logic associated with them. When viewed through the lens of 
Chinese perceptions of U.S. policies that are perceived as 
directed against Beijing directly, or inimical to Beijing's 
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interests, a new consensus has emerged that China must 
assume U.S. intervention in a cross-strait scenario. 6 This 
analyticjudgment was likely reinforced in May 2001 when 
President Bush made his comments about the defense of 
Taiwan on national television. 

Yan Xuetong, former senior analyst at the China 
Institute for Contemporary International Relations 
(CICI R), summed up this viewpoint in a November 2000Ta 
Kung Pao interview. Asked whether the United States 
would intervene in the event of a cross-strait military 
confl i ct, Yan Xuetong poi nted out extremel y expl i ci tl y that: 

ifacrisisbreaksoutintheTaiwan Strait, it is certain that the 
United States will become militarily involved. There are no 
two ways about the United States becoming militarily 
involved in theTaiwan strait, and the possibility of them not 
getting involved does not exist; the only question is the degree 
of involvement . 7 

ChineseAnalyticJ udgment #2: TheUnited States is not 
in decline To the contrary, its "comprehensive national 
power” is increasing. 

This is yet another example of a critically important 
Chinese analytic judgment that, apparently, has been 
adjusted relatively recently. 

Previously, and as recently as the late 1990s, Chinese 
analysts were predicting the inevitable decline of the 
"comprehensive national power” of the U nited States. The 
idea that U.S. national power was doomed to slow but 
inevitable decline in all areas— political, social, economic, 
and military affairs— had been a stapleof Chinese analysis 
si nee the mi d-to-l ate 1980s. I ndeed, in his excellent volume, 
China Debates The Future Security Environment, Michael 
Pill sbury underscored the near-sanctity of that analyti c I i ne 
by asserti ng (I i kel y correctl y at theti me of wri ti ng) that, "N o 
Chinese author can today openly argue that the United 
States will grow relatively stronger than other major 
powers . . ." 8 
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This, apparently, is no longer the case. Chinese analysts 
are now i ncl i ned to argue that the comprehensive nati onal 
power of the U nited States is not about to decrease any ti me 
soon. Indeed, many arguethat U.S. national power has yet 
to peak and that it is getting greater. Moreover, the U.S. 
position as the dominant and "sole superpower” will be 
secure for at least 2 decades, if not longer. 

Here are two examples for the sakeof illustration. In his 
i ntervi ew i n Ta Gong Pao, Y an Xuetong argued that ". . . the 
overall U.S. economic situation is good, and the status of the 
United States as the sole superpower is on the rise." 9 
Certainly in terms of economic potential, Chu Shulong, at 
the time a senior analyst at Cl Cl R, agreed with his former 
col league's assessment, writing in August 1999 that ". . .the 
difference between China and the United States in 
economic capability may not be shrinking but growing." 
Chu also made the same argument for the gap in military 
capabilities. 10 

Thistype of analysis is related to, and leads us to, a third 
Chinese analytic judgment that bears on the issue of 
thinking about the potential costs of a conflict. 

Chinese AnalyticJ udgment #3: China must be realistic 
about its potential power, now and in thefuture. 

I have a very high degree of confidence in the currency of 
thefirst "ChineseAnalyticJ udgment" above. I haveagood 
degree of confidence in the currency of "Chinese Analytic 
J udgment " I have the least confidence in the assertion 
that follows, but enough confidence in it to table it in a 
speculative monograph such as this one. 

"Chinese Analytic J udgment #3" speaks to a growing 
realism on the part of some PRC analysts about the 
comprehensive national strength of China today and in the 
future. That realism dictates that Beijing should not fool 
itself into inflating its importance in the world, its current 
levels of development, or its future prospects when crafting 
grand strategy or making important security decisions. 
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Most of the evidence for this is, admittedly, anecdotal. 
However, one can find at least one remarkable journal 
article that may represent this school of thought. I refer, 
once again, to Chu's fascinating article in Zhanlue Yu 
Guanli published in August 1999, at the height ofthegreat 
debate over China's national security. Some of the key 
statements in the analysis from his article, "China's 
National Interest, National Power, and National Strategy," 
are worth listing. 11 

• ". . . we must have a clearheaded, realistic 
understanding of China's comprehensive national 
capability." 

• "Today's China remains an economically, 
technologically, and militarily backward developing 
country." 

• "I n terms of the overall size of the economy, China is 
ranked seventh in the world, following the United States, 
Japan, Germany, France, Britain and Italy, and is 
absolutely not the number one or number two power in the 
world. It is obviously a great exaggeration of China's 
national power to describe China as the second largest or 
third largest economic power in the world ..." 

• 'The gap in terms of China's military power is even 
I arger. The U.S. or Russian strategic nuclear force is several 
hundred times larger than China's strategic nuclear force." 

• "In terms of conventional armaments, China is not 
only immensely behind the United States, but also behind 
such middle-level military powers as Japan, India, and 
South Korea." 

• "As far as a specific theater of war is concerned, the 
United States, Russia, or J apan can send more advanced 
aircraft and warships to a specific theater of war than China 
can." 


• ". . .any futurearmed conflict against hegemonism will 
basically be in the form of naval and aerial warfare carried 
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out in coastal areas. Chinese armed forces will find it 
difficult to exploit their numerical advantage, while our 
opponent will be able to exploit its quality advantage of 
having naval and air forces equipped with large long-range 
precision weapons." 

• ". . . China is not yet a world power . . . China has a 
certain international status, but its international influence 
is mainly felt in Asia . . . China has difficulty exerting any 
substantive influence on Latin America, the Middle East, 
Europe, or Africa ..." 

• "Chinese culture has some influence in Asia and is 
respected in the world, but will not become a worldwide 
culture." 

How much currency these brutally frank assessments 
have across the board in Beijing cannot be known. But they 
may reflect morethan just the personal views of the author. 
This analysis may reflect the institutional assessment of 
Cl Cl R itself that, according to The Washington Post (by 
inference) and other knowledgeable individuals, recently 
finished a major project comparing the comprehensive 
national power of several countries and projecting into the 
future. 12 The alleged results of that study is that China's 
"comprehensive national power"will conti nueto rank 6th or 
7th out of a sample group of seven nations for at least the 
next 35 years. 

If the three Chinesejudgments above are in fact part of 
mainstream analysis (and this, of course, is open to 
question), then they inject some significant factors into any 
Chinese thinking that may be going on about the potential 
costs of a confl i ct over T ai wan. By way of revi ew, these three 
judgments hold that: 

1. Military conflict to achieve unification with Taiwan 
will certainly mean military confrontation with the United 
States. 


18 



2. TheU nited States is not i n decl i nebut, to the contrary, 
holding its own and possibly enhancing its position as sole 
superpower. 

3. China's own current national power is not as great as 
some Chinese officials believe, and China will likely not 
become a world-class international power for some time to 
come. 


I ndicator #2: Recent Articles of Specific I nterest to 
the Question At Hand. 

Articles from the mainland press that address the 
specific issues of potential costs of a Taiwan war are hard to 
come by. But there are a couple that are germane and may 
pr ovi de u s some gr i st for specu I at i on . T h e f i r st i s t h e a rt i cl e 
by Chu Shulong referenced above. The second is by Dr. Shi 
Y in hong, who, according to the PRC-affiliated Hong Kong 
periodical Ta Kung Pao, is the Director of the I nstitute of 
International Relations of the Nanjing Institute of 
International Relations; a university-level school of the 
PLA. 

The article by Chu Shulong was written at the height of 
the great security debate of 1999, and it should be read in 
that context: written during a period of great analytic 
confusion, policy ferment, and emotionalism in thewakeof 
the errant bombing of the PRC Embassy in Belgrade. But 
the message of the author seems intended to transcend 
those particular events and might be equally applicable to 
the question of war or peace over Taiwan. And the author's 
messages are as fol lows: 

1. Throughout modern Chinese history, every time the 
government has acted rashly on emotion instead of 
cool-headed calculation, the results have been disastrous. 

2. China must be coldly realistic about its own 
capabilities. 
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3. Unless China's survival is at stake, comprehensive 
national development is China's fundamental interest. 

4. With development, all other issues, to include security 
issues and issues of unification can be solved. 

T o some extent, this arti cl e can be read as a warni ng to 
(unknown) others that Deng Xiaoping's views, strategies, 
and priorities should not be abandoned. This particular 
article is a "must read" for students of Chinese politics 
searching for an example of the existence of a school of 
real politik among Beijing's security analysts. 

But the topi cat hand is addressed even more directly in 
articles written by Shi Yinhong of the PLA's Nanjing 
Institute of International Relations. Let us briefly review 
some of his thinking. One article of interest appears in the 
April 30, 2000 issueof ZhanlueYu Guanli. 13 In this article, 
there are four arguments pertinent tothis chapter. 

1. The Risk of Escalation. Shi argues that if military 
force is the only way to achieve unification, then concrete 
political objectives must be formulated and a desired 
political end-state understood beforehand. Otherwise, he 
warns, "our attack will involuntarily slip onto the track of 
'absolute war' that is purely governed by military logic, end 
eventual lythetotal pricewe pay will befar greater than the 
total benefit." I n other words, Shi is warning that a conflict 
with Taiwan could escalate beyond China's ability tohandle 
given the assumption of U .S. involvement. 14 

2. The Degree of U.S. Intervention Will Be a 
Function of the Type of Chinese Attack. U.S. military 
intervention is a "given" for Shi. What is unknown is how 
deeply the U.S. military will be involved. But he offers "the 
largest scaleand most violent military operation (by China) 
that hopes to achieve unification at one stroke will be the 
most I i kel y oper at i on t o cau se t h e most ser i ou s U . S . mi I i t a ry 
intervention." 

3. Adverse World Opinion and a Risk of Cold War. 

"I n reality, what is of the greatest concern is perhaps the 
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possible international political consequences of China's 
all-out assault to achieve unification in one stroke (or even 
achieve radical military victory).” Under this scenario, Shi 
warns that even if the United States cannot prevail 
militarily, then Washington will beabletorally theopinion 
of the developed Western nations and engage in a "Cold 
War" against China. 

4. A Cold War with the United States Is Not In 
China's Interests. Shi clearly argues that a long-term 
Cold War with the United States (and the West) will be 
self-defeating to China's larger national interests. Itwill ", . . 
force us to devote far too much resources and pay too much 
attention tomilitary, political, and ideological and cultural 
matters to deal with the United States. . . and itwill rob us 
of most of the economic and political development 
opportunities we otherwise would have. . . " 

I n the I ast secti on of thi s arti cl e, Shi posits the argument 
that "China's basic autonomy, security, and integrity and 
its prospects of becomi ng a worl d power are most i mportant; 
the Taiwan issue is not the final, overwhelming issue.” To 
say the least, this is not the typical analysis of the subject 
one is accustomed to reading in the mainland press; 
especially by authors affiliated with the PLA. 

A third article in the Octopber 1999 issue of ZhanlueYu 
Guanli is also written by an author listed as affiliated with 
the P LA's N anj i ng I nsti tute of I nternati onal Rel ati ons, and 
also surnamed Shi. 15 This Shi is equally concerned about 
the costs of a conflict over Taiwan. Briefly, he raises the 
following issues: 

• Handling the Taiwan issue by military means 
incorrectly has the potential to make the situation worse, 
not better. The military option requires careful study. 

• The geography of theT ai wan Strait favors the defense, 
not the offense. 

• The PLA has yet to develop "a large-scale 
three-dimensional force offensive capability on high-tech 
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terms, whiletheTaiwan armed forces have benefited from 
abundant fiscal resources and U.S. arms sales to roughly 
have a three-dimensional defensive capability..." 

• ". . . since the separatist tendency in Taiwan has 
acquired impressive political might, an international 
climate highly favorable to reunification has always been 
lacking . . ." 

• "If a large-scale military conflict breaks out over the 
Taiwan matter . . . and becomes particularly intense and 
protracted due to the diehard resistance of the Taiwan 
authori ti es and a I arge-scal e U .S. mi I itary i nterventi on, we 
probably would not have high expectations that most of the 
mainland Chinese people would forever actively support a 
military struggle that would have a huge cost and an 
uncertain outcome." 

• "And in consideration of the fact that we would be 
facing mostly other Chinese in such a struggle, that is even 
more so the case." 

It is important to underscore that none of the 
authors cited directly state that the use of the 
military element of national power to achieve 
unification should be abandoned. 

What they are arguing for is a careful cost-benefit 
analysis: (1) beawareof China's strengths and weaknesses, 
(2) be aware of the international forces (on Taiwan and 
beyond) that China will face, and (3) be aware of the 
potential costs that may accrue. 

Shi Guhong brings this all together quite nicely in the 
following passage: 

While the criteria for weighing the pros and cons are obviously 
very complex, including all of the factors mentioned above, we 
can say mostsimplythattheyhingeon: 1) Their effectiveness in 
containing or stopping Taiwan independence, 2) The price that 
would have to be paid in lives and economic, political, and 
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diplomatic costs, particularly the negative impact on China's 
reform, opening, and modernization. 

Indicator #3: Conversations. 

Conversations with interlocutors are the most tentative 
and subjective type of evidence to cite on the issue of 
Chinese perceptions of the potential costs attendant to a 
conflict over Taiwan, sol will not belabor them. Suffice it to 
say that over the past year (1999 to 2000), one is acutely 
aware that there is growing concern on the part of many 
Chinese analysts and military planners that in such a 
situation the United States might be inclined to escalate a 
conflict beyond what Chinese military planners would 
prefer to see. And what is it that they prefer to see as they 
contemplate the military option? It is a quick campaign 
localized around and over Taiwan. There appears to be 
growi ng concern that the U nited States might be i ncl i ned to 
launch pre-emptive strikes on Chinese mainland military 
and economic facilities early on in a cross-Strait war. We 
need not addressthevalidity of these concerns, only register 
them. Evidently, these concerns have been heightened of 
late with the recent publication of a RAND study entitled, 
Dire Strait? Military Aspects of the China-Taiwan Confrontation 
and Options for U.S. Policy . 16 

"1999 is Not 1949": An Economy at Risk? 

One of the common concerns that run through the above 
discourses, whether in published articles or discussions, is 
t h at some Chin ese n ow a ssess thatChinadoeshavemuchto 
lose if the military option must be exercised. Hence, the 
need for careful calculation and the avoidance of "rash 
decisions." And at bottom, it appearsthe most concern is not 
about international opinion per se. It is about the col lateral 
damage that the Chinese economy (and other reform 
programs) could sustain as a result of a conflict. This, in 
turn, could defeat China's long-term national objectives of 
becoming a strong, modern, and wealthy nation. 17 
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Economic damage, as perceived by Chinese, could come 
i n two forms. F i rst, a mi I i tary escal ati on that pi aces Chi na's 
economic engine at physical risk (the exposed eastern 
seaboard). Second, as a result of a protracted "hot” or "Cold 
War" against Taiwan and the United States. On this count a 
protracted encounter might either force China to radically 
change its own domestic priorities from economic reform to 
defense, as well as drain its extant wealth. Or a protracted 
scenario might drag in the developed Western world and 
J apan and dramatically and adversely affect the nature of 
foreign investment and foreign assistance to long-term 
economic and other modernization programs. As one 
interlocutor put it, "1999 is not 1949. When you have 
nothing, there is nothing much to lose." 

Conclusions. 

So where does thi s I eave us i n attempti ng to address the 
assigned topic? First, the original caveats bear repeating. 
This chapter is purely speculative I do not pretend to have 
any bottom line on this issue. Data points worthy of a high 
degree of confidence are nearly impossible to come by. The 
fact of the matter may bethat what we can produce may not 
reflectthethinking of anyone in China whomatters or have 
any currency beyond thethinking of a few individuals. 

The best we can say is that there appear to be some 
Chinese analysts, to include some in the military, who are 
thinking about the potential costs of a military conflict over 
Taiwan. Let's review once again some key assessments and 
potential "costs." 

• A mi I itary confl ict over T ai wan will mean a conflict with 
the United States. 

• A conflict over Taiwan could place at dire risk what 
some Chinese consider China's real primary national 
interests: reform and modernization. 

• It could result in a prolonged "Cold War" with the 
United States and some Western nations. 
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• A military conflict could strengthen the resolve of 
Taiwan separatists, not cow them. 

• A prolonged military conflict over Taiwan and the 
collateral price in lives and treasure might even cost the 
regime in Beijing the support of its own people for the 
endeavor. 

• A military conflict over Taiwan could escalate into a 
major war due either to: (1) a fai I ureon the part of Beij i ng to 
have a firm political end-state in mind and a military plan 
tailoredtoit, or (2) duetotheunpredictability ofthescaleof 
U.S. military involvement. 

Asl mentioned earlier, careful analysisonthepartofthe 
Chinese (or anyone else) is no guarantee of correct analysis. 
M oreover, o/en a correct Chi neseana lysis of thel i kely costs of 
a cr oss-str a i t wa r i s n ot by i tsel f n ecessa r i I y a va I i d i n d i cator 
of a decision not to engage in one. The calculus for "what 
price is acceptable?" or the factors— known and especially 
unknown— that would drive a decision for war are likely 
much more important than what we think the Chinese 
perceive the costs wi 1 1 be. 

I n closing, I woul d just add thefol I owing. Difficult asit is 
toaddress the topics assigned thisyear, it isimportant that 
we do so. My own feelings, fears really, are that not enough 
peopleon either side of the Taiwan Strait or thePacificare 
thinking seriously about the implications and costs of a 
conflict in the Taiwan Strait. This conference starts to 
address that concern. However, I would say that there is a 
paper missing from this conference on thecostsof a conflict 
to the United States. 
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CHAPTER 3 


CONFLICTING TENDENCIES: 
ECONOMIC INTEGRATION VERSUS 
POLITICAL IMPASSE 


Ralph N. Clough 

The governments on the two sides of the Taiwan Strait 
are caught up in a contradiction. Politically, they are at an 
impasse, with the People's Republic of China (PRC) 
pressing for political unification of Taiwan with the 
mainland and the government in Taiwan seeking greater 
freedom to function independently as a sovereign state in 
the world community. Economically, the PRC wants rapid 
modernization, in order tocatch up with the West. TheChen 
Shui-bian administration in Taiwan also wants 
modernization, turning Taiwan into a "green, silicon 
i si and." E conomi c cooperati on across the strait i s maki ng an 
important contribution to achieving the modernization 
goals of both sides, but they have been unableto resol vethe 
political impasse. 

Pressing too hard to achieve conflicting political goals 
could lead to a war that would set back for decades the 
achievement of economic goals. The achievement of 
economic goals requires growing cross-strait economic 
cooperation— each side needs the other. 

Extensive economic integration does not necessarily 
prevent war. The example of England and Germany before 
World War I is frequently cited. In that case, conflicting 
political aspirations prevailed over economic cooperation. 
But economic integration can be an important factor 
reducing the risk of war. 
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Trends toward Integration. 

The complementarity of the two economies provides a 
firm basis for integration. The China mainland offers 
cheaper labor and land and a huge market. Taiwan 
entrepreneurs provide capital, technology, and marketing 
and management skills. Affinities of history, culture, and 
language give Taiwan investors an advantage over other 
outside investors. 

Taiwan entrepreneurs began on a small scale, moving to 
the mainland labor-intensive manufacturing that could no 
longer be profitable in Taiwan because of the rising cost of 
land and labor. An early example was umbrella 
manufacturing. Within a few years most umbrella factories 
had moved to the mainland; so many had settled in an area 
of Guangdong province that it became known as 'Taiwan 
Umbrella City." 

I n 1990 I tal ked to a shoe manufacturer i n Tai pei who 
had set up a factory in Guangdong. He leased a building, 
packed up some used machinery and shipped it to his 
Guangdong factory. He did not hire local workers, but 
brought some down from Guizhou province because they 
wou I d accept I ower sal ari es. After operati ng successful I y for 
a year, he wanted to expand his operation. He told his 
workers he needed more help and within a few days he had 
more down from Guizhou than he could use. I asked him 
whether he sold any of his shoes on the local market. He 
said, "No, they were too expensive. All were shipped to the 
United States." 

Over the past 10 years, trends in Taiwan's investment 
have been toward larger companies, larger investments, 
and movement up the China coast and inland. Altogether, 
45,000 Taiwanese entrepreneurs have contracted 
investments of $45 billion, with $25 billion actually 
delivered. People from Taiwan make two million visits a 
year to mainland China, and at any given time there are 
some 200,000 people from Taiwan on the mainland. The 
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main motivations for investing in theChina mainland have 
been toexploittheChina market andtouseChina asa base 
for i ncreasi ng exportstothe worl d market. Some examples: 

• The Uni-President Group. This large food 
manufacturer had by 1996 invested $300 million in 18 
plants in China. Its goal was to become the largest supplier 
of food to Chinese throughout the world. 

• The Ting Hsin Group is a rival of Uni-President in 
seeking to supply the world's Chinese population. 
Operating through a subsidiary registered in the Cayman 
Islands, Ting Hsin has been very successful in producing 
and distributing on the mainland its popular Master Kang 
brand instant noodles. As of 1996, it held nearly a quarter of 
the mainland instant noodle market. 

• The Giant Manufacturing Company is Taiwan's 
largest bicycle manufacturer. In 1999 one-half of its 
worldwide production of 3.2 million bicycles were 
manufactured by its plant in Qunshan, J iangsu province, 
the remainder by plants in Taiwan and Holland. Giant has 
been pressing the government in Taipei to ease restrictions 
on mainland investments so that it can further expand its 
China mainland production. 

• The Kwang Yang Motor Company (KYMCO) is 
Taiwan's leading motorcycle manufacturer. In 1996 it had 
invested in four joint ventures on the mainland. At a 
meeting in Guangzhou in late 1996, KYMCO's president 
announced plans to surpass Honda by 2010 as the world's 
largest name-brand motorcycle manufacturer. It was 
expanding operations in mainland China as well as building 
new plants in Taiwan, I ndonesia, India, Vietnam and the 
Philippines. 

The I nformation I ndustry. 

The most striking current example of economic 
integration between Taiwan and mainland China is in the 
information industry. Taiwan firms are the world's third 
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largest producers of information technology hard ware, after 
the United States and J apan. But in 2000, nearly 40 percent 
of these products are being turned out by Taiwan firms' 
plants on the mainland. This year, the total value of 
information technology hardware turned out on the China 
mainland by Taiwan-owned plants and others will, for the 
first time, exceed the value of such products manufactured 
in Taiwan. 

Taiwan's leading computer company, Acer, has 
committed itself to large-scale, long-term operations on the 
mainland. It has taken out a 50-year I ease on 40 hectares of 
land in Guangdong province, where it has a plant producing 
motherboards and other computer components. It plans to 
build five more factories on this property, making it Acer's 
largest overseas production base, larger than its present 
base at Subic Day in the Philippines. Acer also has 
subsidiaries in Suzhou and Zhejiang. 

Acer's 10,000 employees on the China mainland 
constitute almost one third of its global workforce. Sales of 
Acer computers on the mainland rank fifth, after the 
leading Chinese computer company, Legend, and several 
American companies. Acer aims to become the No. 2 
supplier of computers in China's rapidly growing market. 

Most of Taiwan's producers of information technology 
products have now invested in theChina mainland, despite 
the existence of some restrictions on cross-strait 
investment. The government bans investment in single 
projects of over $50 million or involving the transfer of 
advanced technology. For example, the government 
prohibits the manufacture of notebook computers on the 
mainland by Taiwan companies. Yet all five of Taiwan's 
leading producers of notebook computers have, or plan to 
have, plants on the mainland making components for 
notebook computers. The heads of these companies recently 
threatened to proceed with the manufacture of the entire 
product on the mainland, despite government restrictions. 
They say they have no choice, given the shortage of labor in 
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Taiwan and the fact that wages on the mainland are only 
one-fourth to one-third of those in Taiwan. 

The most remarkable recent instance of cross-strait 
cooperation in the information industry is the $1.6 billion 
computer chip plant being built in Shanghai in a joint 
venture involving Winston Wang, the son of Y. C. Wang, 
head of the Formosa Plastics Group in Taiwan, and J iang 
Mian-heng, the son of J iangZemin.J iang is the company's 
vice chairman, and Wang is the president and Chief 
Executive Officer. This plant is one of four that they plan to 
build on the Shanghai site. Wang has declared that no 
Taiwan money is going into the plant, and that he has no 
personal financial stake in it. 

A triangular interdependence is developing rapidly 
amongTaiwan, mainlandChinaandtheUnited States. Not 
only are Taiwan's information industry companies 
increasingly dependent on production on the China 
mainland, but increasing amounts of the final products are 
being bought by American companies. Compaq alone 
projects purchases from Taiwan companies in 2000 at $9 
billion. IBM, Dell, and Hewlett-Packard will buy $4-$5 
billion each, and Intel over $1 billion. 

Other Recent Developments. 

The expected entry of the PRC and Taiwan into the 
World T rade Organization has unleashed a rapid increase 
in investment by Taiwan firms on the China mainland. 
According to the Taiwan government's official figures, 
during the first 10 months of 2000, investment on the 
mainland has nearly doubled over the same period of 1999, 
to $2 billion. 

In other ways, Taiwan and mainland China are being 
further connected. The principal telecommunication firms 
of the PRC and Taiwan recently signed a memo of 
understanding for the construction of athird international 
undersea fiber-optic cable that will link the two sides of the 
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strait. Firms on both sides are preparing in a variety of 
innovative ways to create a vast network of cross-strait 
connections through the I nternet. 

Conclusions. 

What does all this add up to? 

1. The Chen Shui-bian government is deeply divided on 
whether to ease restrictions on cross-strait trade and 
investment. 

2. Businessmen in Taiwan are placing heavy pressureon 
Chen to ease restrictions. 

3. Entry into the WTO will compel the removal of some 
restrictions. 

4. Many Taiwan entrepreneurs have been ableto evade 
restrictions, as in the example of the Shanghai chip plant. 

5. Thus, economic pressures will continue to promote 
integration, thereby increasing the cost of any disruptive 
military action. 
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CHAPTER 4 


TAIWAN DEPENDENCE: 

THE STRATEGIC DIMENSION OF 
CROSS-STRAIT TRADE AND INVESTMENT 


J ohn Tkacik 

Washington policymakers were terrified when Taiwan's 
Democrat i c P rogressi ve P a rty ( D P P ) I eader C hen S h u i -bi an 
announced in J une 1999 that he was running for the 
country's presidency. The prospect of a DPP politician 
actually winning Taiwan's presidency and moving toward 
"Taiwan I ndependence"— a long-held dream of the 
DPP— was a nightmare that both Pentagon planners and 
State Department diplomats have often war-gamed in 
scenariosthat inevitably provoke China into armed conflict. 

Well, they needn't have lost any sleep over it. Since his 
March 18, 2000, election, Chen has stepped back from 
"independence." And no wonder— Taiwan, it seems, is too 
dependent on China to be independent. Despite their 
profound sympathies for a formal "non-Chinese" homeland, 
President Chen, most of his major financial backers, and a 
majority of his own political party are all too aware of the 
central fact of Taiwan's economic predicament: its entire 
export manufacturing sector relies on mainland Chinese 
labor and factories for growth. And it's not just Taiwan's 
"sunset industries" that are being forced offshore, but its 
cutting-edge computer and semiconductor industries as 
well. Into the 21st century, Taiwan's drift toward political 
"independence" will have halted, and Taiwan's increasing 
economic symbiosis with mainland China will bind the 
island ever moretightly tothe mainland. 

There is not enough room i n this short chapter to offer a 
comprehensive study of Taiwan's economic 
interdependence with China. I will only attempt to give a 
flavor of the political, investment, trade, and labor factors at 
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pi ay i n the dynami cs of cross-Strait rel ati ons. N onethel ess, 
the obvious conclusion is reassuring. For the foreseeable 
future, no one need worry that Taiwan will seek to change 
its "status quo." What China does is another story. 

Turning Point. 

Theatmosphere i n Tai pei 's Academi a S i ni ca auditori um 
was electric the afternoon of March 10, 2000. There were 
just 7 days left before Taiwan's historic presidential 
election. Reporters, photojournalists, and TV cameramen 
jammed into the small auditorium to witness that was 
perhaps the psychological turning point of the presidential 
campaign. On the dais, a lanky and owlish scholar stood up 
and moved next toformer Tai pei mayor Chen Shui-bian,the 
DPP candidate for Taiwan's presidency. The two men had 
just completed an hour's meeting in private and were now 
ready to face the cameras. 

Nervously, Academia Sinica President Lee Yuan-tseh, 
Taiwan's most respected scholar and winner of the 1986 
N obel P r i ze for C h emi st ry , cl ea r ed h i s t h r oat a n d spoke into 
the microphones in front of him. Calling candidate Chen a 
"proper national leader," Dr. Lee pledged to join 
P resi dent-el ect C hen's N ati on a I P ol i cy Advi sory Committee 
and work to help Chen govern Taiwan as the island's first 
non-Kuomintang (KMT or "Nationalist") party leader since 
the end of World War II. "I admire Chen for his 
determination to carry out all kinds of reforms and to 
eradi cate the 'bl ack gol d' pol i ti cs of corrupti on," L ee sai d. "I 
will help Chen to govern our country if he is elected, to 
promote Taiwan's development." The unprepossessing 
academi c expl ai ned h i s su pport for t he for mer Tai pei mayor 
was spurred by the sight of "too many known members of 
organized crime groups stumping for other candidates." 
Flashbulbs snapped, motor-driven cameras whirred. Dr. 
Lee's endorsement had sealed Chen's victory. 1 

Although former Taipei mayor Chen Shui-bian had 
maintained a persistent if slight edge in the polls over the 
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previous 3 months of the 2000 campaign, even this late in 
the game there were still lingering anxieties about his 
commitment to the pursuit of 'Taiwan I n dependence,” the 
defining plank ofChen's DPP. Although all theopinion polls 
leading up to the presidential election showed a small but 
increasing sentiment for outright "independence," they also 
showed the vast majority of Taiwanese, nervous about 
China's reaction, favored "maintaining the status quo 
indefinitely." Chen's own DPP polls told him this latter 
group madeupthe20-to-25 percent of the undecided voters 
who would swing the election. 

For over a year, Chen had been backing away gingerly 
from his party's militant stance of full -separation from 
China. While China and Taiwan are two separate and 
independent countries, Chen would explain to his 
constituents and fellow partisans (as well as to uneasy 
Americans) this requires no change in Taiwan's political 
status. Taiwan, after all had been sovereign and 
independent of mainland China since 1949, and the 
"Republic of China" has been a sovereign and independent 
nation since 1912. Chen promised to "maintain the status 
quo" throughout his term as the Republic of China's next 
president. 

While Taiwan's voters were sympathetic, they still 
needed reassurance that electing Chen wouldn't be 
catastrophically provocative to China. Dr. Lee Yuan-tseh's 
words gave them some of that reassurance. 

But as sooth i ng as Dr. Lee's endorsement was, Chen was 
about to get a boost from even more convincing 
supporters— Taiwan's wealthiest and most dynamic 
ethnic-Taiwanese businessmen and women. As Chen 
turned to the audience, still basking in Dr. Lee's reflected 
glory, Chen revealed to reporters that "I have a I so received 
promises from Taiwan High-Speed Railway Corporation 
chairwoman Nita Ing, Chi Mei president Hsu Wen-lung, 
Evergreen chairman ChangJ ung-fa, and current National 
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Security Advisor Chen Pi-chao, and in addition, Dr. Leehas 
suggested I invite Acer Computer's CEO, Stan Shih." 

The message toTai wan's fence-sitting voters was clear. 
If Taiwan's top tycoons could support Chen, then a vote for 
Chen was a vote for economic prosperity. And because all 
these business leaders had extensive investments on the 
other side of the Taiwan Strait, a vote for Chen was a vote 
for stable relations with China as well. 

A thousand miles away in Beijing, however, Chen's 
support among Taiwan's top entrepreneurs was cause for 
panic. Chinese leaders from President J iang Zemin and 
Premier Zhu Rongji on down were seized by the sudden 
realization that maybe this pro-independence politician 
could actually win! On March 15, with Taiwan's election 
just 3 days away, a clearly alarmed Premier Zhu called an 
unscheduled news conference with foreign reporters. "Let 
me advise all these people in Taiwan," he warned, his voice 
cracking with stress, "do not just act on impulse at this 
juncturewhich will decidethefuturecoursethat China and 
Taiwan will follow. Otherwise, I'm afraid you won't get 
another opportunity to regret." Premier Zhu vowed that 
Chinese were ready to "shed blood" to prevent Taiwan 
breaking away. 2 

If China's leaders thought Premier Zhu's hard line 
would sway Taiwan's voters, they were wrong. I n the end, 
Chen won the March 18, 2000, election with 39.6 percent of 
the vote in a hard-fought three-way race. Chen's campaign 
managers said privately that their polls showed Zhu's 
intemperate remarks actually added a percentage point to 
Chen's narrow win. And the following week, Chen invited 
his advisors, including Nita Ing, ChangJ ung-fa, Stan Shih 
and Hsu Wen-lung to help him choose a new cabinet. 

Beijing Pressures Pro-Chen Businesses. 

The Financial and EconomicTimesisasmall circulation 
weekly financial newspaper published in Beijing by the 
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China Securities Market Research and Planning Center, 
but on Tuesday, April 11, 2000, its circulation shot up as 
Taiwanese reporters scurried around town looking for 
copies. Under a front-page headline, "A Minority of Taiwan 
Businesspeople who Tout Taiwan Independence Stirs the 
Anger of the Mainland," were four large portraits of none 
other than Nita Ing, Chang J ung-fa, Stan Shih, and Hsu 
Wen-lung. The paper named these four ethnic-Taiwanese 
supporters of president-elect Chen Shui-bian (as well as 
three others: future Minister of Economic Affairs Lin 
Hsin-yi; E. Sun Bank chair Lin J ong-shong; and l-Mei 
Foods' Kao Chih-ming). The article complained that 
although these Taiwan businessmen and women had one 
thing in common— massive investments in China— they 
nevertheless had the temerity to support Chen Shui-bian 
and Taiwan independence. 3 

The first target of the newspaper's attack was Chi Mei 
Enterprises' Chairman Hsu Wen-lung. The paper pointed 
out that Hsu's operations in Taiwan shipover a million tons 
of raw petrochemicals to China each year, and account for 
over 40 percent of China's imports in many major 
petrochemical sectors. Chi Mei also has a 300,000 ton/year 
polystyrene plant in Zhenhai as well as a 125,000 ton/year 
joint venture acrylonitrile-butadine-styrene (ABS) plant 
under construction. 

Next on the list was Chang J ung-fa, chairman of 
Taiwan's Evergreen Group which operates one of the 
world's largest merchant fleets, scores of container ports, 
and several international freight forwarding businesses as 
well asEVA Airways. Evergreen has 14offices in China and 
cooperates with all of China's major shipping lines to run 
cargo across the Taiwan Strait via third ports. (And it 
should be noted that, at the sufferance of the Chinese 
government, EVA Airways now ferries 15,600 passengers 
weekly between Taiwan and Macao, where most of them 
book onward flights directly into China.) 
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The Financial and EconomicTimes piece then recalled 
that Stan Chen-jung Shih's Acer Computers is already one 
of China's top computer sellers, has plans to invest in over 
200 separate i nternet portals i n Chi na over the next 2 years, 
and more plans to invest another U.S.$3 billion into the 
China market over the next 5 years. 

The Financial and Economic Times article was a shot 
across the bow. No longer would Beijing "sit idly by" and 
"watchTaiwan businesses makemoney in China to support 
Taiwan I ndependence back home," it warned. That week, 
the planned opening of Evergreen's Shanghai office was 
delayed, and Chi Mei's shippers and factories along the 
China coast were all subject to the incessant inspections of 
battalions of Chinese bureaucrats, from tax collectors to 
safety i nspectors to customs agents and pol i cemen . I n M ay a 
pi atoon of tax i nspectors appeared at the doorstep of the Chi 
Mei plant near Nanjing, and, while they found no 
irregularities, they made it clear to the Taiwanese 
managers that the crackdown was tied to H su's support for 
Chen. According to a Business Week article, 4 Chi Mei says 
authorities have threatened its mainland customers with 
special tax scrutiny. Although Chi Mei has sunk $200 
million into China, the company is now threatening to 
freeze future investments, and there are rumors that Hsu 
Wen-lung is pondering ways of pulling out of China 
altogether. 

But Hsu Wen-lung is the exception. Most of Taiwan's 
entrepreneurs hope to remain in Beijing's good graces. 
Acer's Stan Shih, for example, was so worried about his 
appearance in the Financial and Economic Times that he 
flew immediately to Beijing where he hoped to meet some 
high in theparty sohecould explain himself, but in theend 
he spent just a day and gave a speech at a computer trade 
show. 5 Shih told reporters that he had "never supported 
Taiwan I ndependence," while Chi Mei's representatives in 
China insisted that their boss, Hsu Wen-lung, "has nothing 
todowith theChina offices"— as if that would exculpate Chi 
Mei's mainland operations from Mr. Hsu's political stance. 
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Hsu himself was unapologetic, but he remained quiet 
nonetheless. 

Evergreen's Shanghai office eventually opened, but as 
late as November 23, 2000, the Chinese were still 
temporizing about extending EVA Airways' landing rights 
i n M acao, ri ghts that were due to expi re at the end of that 
month. 6 By Friday, November 24, however, Taiwan and 
Macao civil air negotiators finally signed an agreement 
which increased the number of weekly passenger seats 
between Taiwan and Macao by 8,000— half to Air Macao 
and the other half split between Taiwan's EVA Air and 
T ransAsi a Ai rways. Cargo wi 1 1 al so be i ncreased by 400 tons 
per week, with 200 tons going to Air Macau, and 100 tons 
each to EVA Airways and TransAsia Airways. While the 
Chinese clearly wanted the increased air traffic, they were 
alsowillingtoholdouttothellth hour and 59th minute to 
make their point that thenceforth EVA Air's operations in 
China would continue on condition of good behavior. 

Taiwan Dependence on China. 

The Chinese leadership's new hardline against 
ethnic-Taiwanese businesses in following the election of 
PresidentChenShui-bianhasheightenedTaiwan's sense of 
vulnerability to Chinese economic pressures. President 
Chen's response has been moderate. I n his May 20, 2000, 
inauguration address, he acknowledged that 'Taiwan's 
industrial development must move toward a 
knowledge-based economy, high-tech industries need to be 
constantly innovative, whiletraditional industries need to 
undergo transformation and upgrading." Chen's fears for 
Taiwan's sunset sectors reflect his private concerns that 
most of the i si and's I i ght-i ndustri al fi rms wi 1 1 sooner or I ater 
have to move offshore— to China— in order to remain 
competitive, leaving Taiwan's advanced information 
economy to emerge as the engi ne of T ai wan's future growth . 
Accordingly, Taiwan is becoming the supplier of advanced- 
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technology components to the labor-intensive assembly 
lines in China. 

Taiwan's economic planners are understandably 
concerned by this out-migration that is already 
"hoi I owing-out" Taiwan's manufacturing sector. This isn't 
to say they haven't tried to control the problem. President 
Chen's predecessor, LeeTeng-hui, instituted a "don't hurry, 
be patient" policy of discouraging Taiwan businesses from 
moving to the Chinese mainland. 7 Earlier, in 1994, 
President Lee launched a "Southern Strategy" of 
encou ragi ngTai wan busi nesses to I ook at Southeast Asi a as 
an alternative to China. 8 But, with the exception of a 
large-scale move into Vietnam (where labor is truly cheap), 
new investments in China continued to increase at an 
annual rate of 13-30 percent. (SeeTablel.) 

Paradoxically,ChenShui-bian's inaugur at ion seemed to 
speed-up Taiwan's manufacturing exodus to China. Chen 
campaigned on a promise unilaterally to open up trading 
links with the mainland, and after his election he has 
ordered a series of policy initiatives to encourage 
cross-Strait trade, provided China doesn't levy a "one 
China" precondition. Although China hasn't obliged, 
Taiwan businesses view the new Chen Shui-bian regime as 
much more sympathetic to cross-Strait investments than 
his predecessor's, andTaiwan investment flows intoChina 
ballooned in the first 6 months of Chen's government. 

On September 25, Taiwan's Ministry of Economic 
Affairs (MOEA) reported that it had approved U.S. $1,612 
billion in new Taiwan investments in China for the 
January-August period— representi ng an annual 
expansion of 146 percent. 9 By October 25, another U .S.$178 
million in Taiwan investment applications were approved, 
106 percent over 1999 levels. 10 

Thefi nal tal ly for theyear 2000 confi rmed thetrend. The 
MOEA reported J anuary 30, 2001, that increasing efforts 
by the Beijing government had been successful in drawinga 
record level ofTaiwan investment in China. I n 2000, MOEA 
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processed a total of U.S. $2.6714 billion worth of PRC 
investment projects applications submitted by Taiwan 
investors, a 108.1 percent increase over 1999 applications, 
and the highest annual level on record. MOEA report said 
that the i nfl uence of both T ai wan's and the P RC's entry i nto 
the World Trade Organization (WTO) likely means Taiwan 
investment in China would continue its heated pace 
through 2001, as well. Of these projects, electronic and 
electrical equ i pment proj ects accou nted for 54 percent of the 
total. But the sector with the biggest increases in 
investments wasn't electronics but services. In 2000, 
Taiwan service sector investments totaled U.S. $160 
million, a six-fold increase from 1999; electrical /electronics 
investments were U.S. $1.4 billion, an increase of 170 
percent; plastics sector investments wereU.S.$180 million, 
up 86 percent, with 80 percent of the new investment 
applications for projects in Guangdong and J iangsu. 

Taiwan's newspapers noted Beijing sources estimate 
Taiwan businesses have invested a cumulative U.S. $28 
billion in China since 1986, while Taiwan's own Central 
Bank of China (CBC) seemed to think the figure was over 
U.S. $50 billion— or maybe U.S.$60 billion. 11 As late as 
November 11, 2000, oneTaiwan LegislativeYuan member 
claimed the CBC told him Taiwan investments could be as 
high as U.S. $100 billion if one includes all the money that 
Taiwan businesses borrow for their mainland operations 
without seeking Taiwan government approval. 12 By 
comparison, Taiwan's Commission on Economic Planning 
and Development (CEPD) reckons that Taiwanese 
businesses have invested a cumulative U.S. $43.7 billion in 
Southeast Asia. 13 In February 2001, Ms. Tan Ching-yu, a 
r esea rchfellowatTaiwan's"NationalPolicyFoundation,''a 
think-tank closely linked to the Kuomintang (KMT) party, 
asserted that 'Taiwan's mainland investments hit a record 
U.S. $2. 7 billion in 2000 and grew 108 percent compared 
with the previous year. "Tan also said "almost 70 percent of 
the i nvestments were made i n the second half of I ast year," 
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that is, made after President Chen Shui-bian took office in 
May 2000. 

This situation would be truly disturbing even if one 
weren't concerned about the national security implications 
of such close economic dependence on a politically hostile 
power. In early November, 2000, Taiwan's cabinet-level 
CEPD reviewed the alarmingly high growth of Taiwan 
industrial investment in China and recommended that laws 
be enacted which will limit investment to 2 percent of 
Taiwan's gross domestic product. 14 And Taiwan is likely to 
continue its national security ban on making very high-tech 
computers, powerful motherboards, or high-speed modems 
in China. 

Still, when all is said and done, and despite the 
increasing vulnerability of Taiwan's economy to pressures 
from China, there is no other choice for Taiwan businesses 
that hope to remain competitive. China has the labor, the 
land— and now, the market— whileTai wan has the capital, 
expertise, and entrepreneurship. Already, thousands of 
entire production lines have been closed in Taiwan— and 
reopened in China. 

With Taiwan as dependent as it is on China, President 
Chen is not about to provoke Beijing with an independence 
challenge. Indeed, Chen held out the olive branch at his 
inauguration address by reassuring his Chinese 
counterparts that "we believe that the leaders on both sides 
possess enough wisdom and creativity to jointly deal with 
the question of a future 'one China'. " Chen also made his 
so-cal I ed "F our N o's" vow that 

as long as the Chinese Communist Party's regime has no 
intention to use military force against Taiwan, I pledge that 
during myterminoffice, I will not declare independence, I will 
not changethe national title, I will not push forth the inclusion 
of the so-cal led 'state-to-state' description in theConstitution, 
and I will not promote a referendum to change the status quo 
in regards to the question of independence or unification . 15 
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How Dependent Is Taiwan? 

The year 2000 was a benchmark era for Taiwan 
i nvestment i n Chi na. T ai wan's i nvestments i n Chi na moved 
from low and mid-tech intothe high-tech sectors, and for the 
first time, investments in services showed that Taiwanese 
businesses have finally begun to view mainland China as a 
major export market in itself. Taiwan's bean-counters say 
the capital injection from Taiwanese enterprises in China 
reached U .S.$14.8 bi 1 1 i on by mi d-2000. B ut fi gures compi I ed 
by Beijing showed that Taiwan investors have signed 
agreements to invest U.S.$48 billion capital in the 
mainland, with actual capital input amounting to U.S. $28 
billion. 

Much of the early Taiwan investment in China could be 
said to have been "overestimated” in an effort to "puff-up" 
their claims to preferential treatment in China. Taiwan's 
toy, textile, electrical appliance, and footwear factories in 
Fujian and Guangdong, for example, were often older 
production lines with obsolescent equipment that had been 
crated up in Taiwan and shipped across theStrait. 

But not anymore. For the year 2000, an astonishing 72.8 
percent the total U.S. $25,535 billion production value of 
China's information technology (IT) hardware sector was 
manufactured by Taiwan-owned production lines. A more 
ominous fact was that China's U.S. $25 billion IT industry 
was bigger than Taiwan's home-grown U.S. $23,209 billion 
industry (according to a November 6, 2000, report by the 
Taipei Market Intelligence Center, or "MIC," at Taiwan's 
government-run Institute for Information Industry). 16 

Taiwan-controlled IT production for the year 2000 will 
total U.S. $48,076 billion— 20.5 percent over 1999— with 
only U.S. $23,209 billion worth of the products actually 
manufactured in Taiwan. U.S. $18,577 billion worth— or 
38.6 percent— of the total will have been assembled in 
mainland China, upsharplyfroml999'slevel of 23 percent, 
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and even that number is expected to rise to 51 percent in 
2001. 

I n October 2000, Quanta Computer announced it would 
invest U.S.$26 million in a motherboard factory and 
computer case production line in Zhongshan, making it the 
last of Taiwan's notebook manufacturers to set up shop in 
China. As of late September, Taiwan's desktop personal 
computer (PC) manufacturers had moved 42 percent of thei r 
production lines toChina, including: 

• Mitac International (U.S.$30 million in Shunde, 
Guangdong); 

• Hsing Enterprise (Shenzhen, Guangdong); 

• Acer Inc. (Zhongshan, Guangdong); 

• Tatung (Wujiang, J iangsu); and, 

• First International Computer Inc. (Shenzhen). 17 

Taiwan's Ministry of Economic Affairs judges that up to 
48 percent of desktop computers exported by Taiwan 
makers are now manufactured in mainland plants, 18 
percent turned out by their plants in Taiwan, and the 
remaining 34 percent produced in other parts of the world. 
At the high-end of the PC spectrum is the notebook 
computer, and T ai wan can al ready cl ai m a 60 percent share 
of the global notebook computer market. In 2000, 
Taiwanese-operated plants in mainland China assembled 
6.5 percent of Taiwan's notebook output, double 1999's 
figure. 

About 56 percent of Taiwan's motherboard makers also 
had production I ines on themainland, which inthefirst half 
of 2000 produced 45.8 percent of Taiwan's total 
motherboard shipments— a figure that rose to over 50 
percent by the end of 2000. Motherboard makers in China 
include Hsing Enterprises (Shenzhen); Asustek Computer 
(Suzhou, J iangsu); Gigabyte Technology (Dongguan, and 
Huangjiang, Jiangsu); Micro-Star (Shenzhen); and 
Elitegroup (Shenzhen). Of Taiwan's scanner 
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manufacturers, 88 percent had moved to the mainland by 
the end of 2000, including Silitek (Dongguan); Avision 
(Shanghai, Suzhou); Primax Electronics; Mustek 
(Dongguan); and Umax Data Systems (Suzhou). Of 
Taiwan's CD-ROM drive makers, 74 percent have moved to 
mainland China, including Chien-Hsin Electronics, 
Behavior Tech, Arima, Acer Communications and 
Multimedia, and Aopen. And 58 percent of Taiwan's 
computer monitor producers, including Lite-On Technology 
(Dongguan) and Compal Electronic (Kunshan, J iangsu), 
have major production lines in China. 18 

Labor costs are a major factor in the migration of 
Taiwan's high-tech sector to China, with engineering and 
tech ni cal staff sal ari es runni ng about one-th i rd to one-fifth 
of Taiwan's levels, and assembly labor as cheap as 
one-tenth. Acer Display Technology, Taiwan's largest 
domestic notebook display manufacturer, announced 
October 20, 2000, that it would set up a new liquid crystal 
modu I e (L C M ) assembl y I i ne at Acer's 53.3-hectare compl ex 
in Suzhou, J iangsu. The company said an exhaustive study 
showed that moving LCM assembly lines to China would 
reduce production costs 20 percent. Although Acer's move 
displaces over 800 assembly-line workers at Acer Display's 
Taiwan factory, many of its major Taiwan customers are 
setting up notebook assembly lines on the mainland, and 
the company has to servi ce them. 19 

Taiwan's Lite-On Electronics announced on October 5, 
2000, that it would relocate its entire Taiwan optoelectronic 
production line to its factory in Tianjin "due to high 
production cost inTaiwan.''Lite-On'sthree production lines 
in Tianjin cover 750,000 square feet of floor space, have 
2,000 workers, and generated about U.S.$62.5 million 
income in 2000. The move saves Lite-On about U.S.$1.6 
million in production costs and will leave the Taiwan 
operation focused on research and development (R&D) and 
production of high value-added products. 
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B ut Tai wan's hi gh-tech sector doesn't j ust see C h i na as a 
source of cheap labor. It's a major market as well. VIA 
Tech nol ogi es, Tai wan's I argest ch i pset desi gner, reported i n 
September that China's 12 major computer assemblers 
(including China's giant Legend Group) have ordered VIA 
chipsets and processors, and that VIA i ntends to take over 
50 percent of the mai nland Chinese market for chi psets and 
between 10 percent and 30 percent of China's CPU (central 
processing unit) market within the next few years. On 
October 30, VI A Tech announced it would invest U .S.$16.08 
mi 1 1 ion to establish its first branch in China, an R&D center 
in Beijing. VIA sees itself as becoming China's main 
supplier of chipsets by placing VIA-Cyrix III 
microprocessors as original equipment manufacturing 
(OEM) on the majority of motherboards sold in the 
mainland. VI A's China foray will, of course, put it into direct 
competition with Intel, which currently dominates China's 
CPU market, but VI A's strategy is to beat I ntel intheChina 
market. Taiwan's motherboard producers already use VIA 
chipsets on their China-bound OEM products marketed by 
Compaq and Dell. 21 

Stan Chen-jung Shih's "Acer Sertek" said September 25, 
2000, that its PC sales in China will exceed Taiwan for the 
firsttimein 2000 makingitChina'snumberthreePC brand 
after Legend and Founder Group. With China demand 
pegged at between seven and ei ght mi 1 1 i on units i n 2001 and 
annual growth rate of between 20 percent and 30 percent, 
Acer Sertek sees the mai nland as repl aci ng Germany as the 
third largest PC market in 2001 andj apan as the world's 
second largest PC market by 2002. To meet the demand, 
Acer Group is planning PC manufacturing centers in 
Guangzhou and Suzhou and doubling its PC distribution 
and service beyond its existing 500 sales centers by first 
quarter 2001. 

The February 9, 2001, edition of Hong Kong's AsiaWeek 
magazine profiled the controversial semiconductor joint 
venture in Shanghai run by Formosa Plastics Group (FPG) 
Chairman Wang Yung-ching's estranged son, Winston 
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Wen-yen Wong (Wang), noti ng that "for Beij i ng, it's a dream 
venture. ButforTaipei, it could bea nightmare.'Thearticle 
said Wong's U.S.$1.63 billion, 240,000-square-meter 
computer-chip plant in Shanghai's Pudong Zhangjiang 
High-Tech Park— "Shanghai Grace Semiconductor 
Manufacturing"— is part of China's strategy to become a 
major player in the world of high tech. Taipei worries the 
"investment, and other projects that are already following, 
will accelerate Taiwan's economic dependence on the 
mainland— and sap its political ability to resist 
reunification." According to AsiaWeek, China has only two 
major semiconductor makers: a Motorola plant that 
produces chips for its own mobile phones, and a small NEC 
joint venture in Shanghai. AsiaWeek explained that "Wong 
these days seems primarily driven by his desire to get even 
with his father," but is now "coy about the financial 
structure of the project, not least because he is under 
pressure from Taipei authorities not to go ahead with the 
venture." The holding company, "Grace THW Group," 
already has eight low-tech factories in China which claimed 
U.S.$260 million in sales in 2000. Construction on Grace's 
new eight-inch waferfab in Shanghai, the most advanced of 
its kind in China, should be in full production by 2002. And 
if the venture expands according to its high-tech contract, 
the Chinese government will provide an extra U.S.$2.5 
billion, with the total likely investment to hit U.S.$6.4 
billion. 23 

AsiaWeek also reported that another giant Taiwan 
computer-chip factory, Semiconductor Manufacturing 
I nternational (SM I C) owned by a consortium led by Richard 
Chang, i s expected to begi n pi I ot producti on this September. 
Together, AsiaWeek said, Wong and Chang are likely to 
haveuptol2 production I inesturning out eight-inch silicon 
wafers by the end of 2002, giving China one-fifth ofTaiwan's 
50-plus production lines, making it a major computer-chip 
manufacturer. Moreover, SMIC plans experimental 
production of 12-inch wafers by mid-2002. AsiaWeek 
reported that 'theTaiwan business community expects the 
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govern ment to rel ax some i nvestment restr i cti ons I ater th i s 
month. Taipei may authorize six-inch and possibly 
eight-inch wafer operations on the mainland." 

2000 was a key year for Taiwan's copper-wire 
investmentsin China. Nineof Taiwan's top el ectricwireand 
cable producers expanded the output of their Chinese 
factories to meet the ever-rising demand for cable and wire 
in mainland China. Walsin Lihwa has invested U.S.$120 
million in 14 factories throughout China to make copper 
wire, power cable, fiber-optics, and steel wire. Pacific 
Electric Wire and Cable invested U.S.$31 million in 
Shenzhen to make bare copper wi re. Tai -I El ectr i c Wi re and 
Cable spent U.S.$17 million in a copper wire line in 
Guangzhou, making that factory the largest factory of its 
kind in China. Ta Ya Electric invested U.S.$11.8 million to 
set up a copper wire factory in DongguanJ ungShingWire 
Co., Ltd. i nvested U .S.$5.21 mi 1 1 ion to bui I d twocopper-wi re 
factories in Dongguan supply the computer monitor 
industry. 24 

The petrochemical sector has also been drawn to 
mainland China in 2000. Nan Ya Plastics, a subsidiary of 
Formosa PlasticsGroup (FPG), decided on August 27, 2000, 
to invest U.S.$49 million to build a refinery in Huizhou, 
Guangdong. The FPG parent company is also seeking 
Taiwan government approval for a U.S.$100 million 
polyvinyl chloride (PVC) refinery in Ningbo, Zhejiang, with 
a 300,000 metric ton annual output capacity, and plans 
additional ones in Nantong, Zhejiang, and in Xiamen, 
Fujian. 25 Taiwan media reports on September 3, however 
indicate FPG is planning to invest over U.S.$13 billion in a 
vast 4,000-hectare petrochemical complex at the Ningbo 
site. While FPG has long been a pioneer in mainland 
investments, Taiwan's Petrochemical I ndustry Association 
(PI A) which represents the island's non-F PG-owned 
petrochemical manufacturers, have decided to move ahead 
with a U.S.$700 million joint venture ethylene cracker with 
an annual capacity of 600,000 tons. 
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Despite the enthusiasm that FPG and the PIA 
petrochemical producers show for expansion into China, 
Taiwan's now-blackballed Chi Mei Petrochemical seems to 
have other ideas. After 6 months of harassment by Chinese 
watchdogs, and an unofficial boycott of Chi Mei's products, 
which in late October prompted Chi Mei to announce a 
downward adjustment in its November domestic sales 
prices of ABS and polystyrene. The company is said to be 
looking for ways out of China— perhaps for Vietnam or the 
Philippines. 26 

These are just a few examples of the major Taiwan 
investment initiatives in China during the two 
mid-quarters of 2000. And they are, of course, just a 
snapshot of the migration of Taiwan's mid- and high-tech 
manufacturing to the mainland. But they also underscore 
the growing importance of China's market for high-tech 
products. 

The rest of Taiwan's U.S.$25 billion to U.S.$60 billion 
investment in China's low- to mid-tech industries has been 
therefor at least 5 years, in some cases (as with shoes and 
light industrial goods) between 10 and 13 years. Taiwan's 
largest light industrial sector players— foodstuffs giant 
Uni-President, for example— are now familiar features in 
the Chinese landscape. Taiwan is now getting comfortable 
with them as wel I . On October 22, 2000, T ai wan's M ai nl and 
Affairs Council (MAC) and Ministry of Economic Affairs 
approved thefirst exception tothe island's U.S.$50 million 
ceiling on investment projects in China. But it was an 
exception that proved the rule. Taiwan's Uni-President 
Group actually applied to consolidate 18 of the U ni Group's 
re-invested firms in China into a large holding company 
based in Shanghai and capitalized at U.S.$100 million 
which will handle materials management, fund 
management, and personnel training for the group's 20 
other re-invested manufacturing firms in mainland 
China. 27 
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Patterns of T rade. 


Taiwan's investments in China are the engine behind 
Taiwan's massive trade across the Strait. And China isthe 
engine for Taiwan's export sector. 

Taiwan's November 2000 trade with the People's 
Republicof China totaled U.S. $2. 25 billion in exports to the 
PRC (6.6 percent above November 1999) and U.S. $560 
million in imports from the PRC, according to the figures 
published in J anuary by Taiwan's Ministry of Economic 
Affairs (MOEA). November's U .S. $1.7 billion trade surplus 
with China brought last year's J anuary-November total 
trade surplus to U.S. $18.27 billion in Taiwan's favor, 20 
percent above 1999's levels and a new high. T aiwan's total 
cross-Strait trade has tripled in less than 10 years, the 
MOEA report said, and Taiwan's trade surplus with China 
broke the U .S.$10 bi 1 1 i on mark i n 1993, and was U .S.$16.7 
billion in 1999. MOEA statistics showed cumulative 
J anuary-November 2000 trade with the PRC at 
U.S. $29. 776 billion, 27.2 percent above 1999 levels, 
accounting for 11.2 percent of all Taiwan's foreign trade. 
Taiwan exports during the period totaled U.S. $24,027 
billion (24.3 percent above 1999), and accounting for 17.6 
percent of al I T aiwan's exports. I mports from the PRC were 
U.S. $5. 749 billion, 40.5 percent above 1999 and 4.4 percent 
of all Taiwan's imports. 

Taiwan's trade with China hit record levels in J uly 2000 
for the 10th consecutive month of double-digit year-on-year 
growth. Exports to China surged a year-on-year 42 percent 
in J uly to U.S. $2. 5 billion while imports were U.S. $566 
million, up 55.4 percent from the same month in 1999. 
Taiwan's trade with China grew to U.S. $18.38 billion in the 
first 7 months of the year, up 30.9 percent from the same 
1999 period and accounted for 11.1 percent ofT aiwan's total 
external trade. 28 

Interestingly, although Taiwan's trade with China has 
doubled si nee 1994, the level of T aiwan's export dependence 
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on China has gone from 14.9 percent (of Taiwan's total 
exports) in 1993 to 17.8 percent in 2000. This statistic, 
however, masks the level of exports orders (and hence 
profits) received by Taiwan-owned factories in China 
directly to customers abroad without transiting Taiwan or 
relying on components imported from Taiwan. (See Table 
2 .) 

What does the trade consist of? Mostly components 
shipped to Chinese factories for assembly into products for 
export beyond China. A report released by the Ministry of 
Economic Affairs on March 26, 2000, showed that over 26 
percent of all Taiwan export orders received by Taiwan 
compani es are shi pped from T ai wan-run factori es i n Chi na. 
The MOEA report indicated that this 26 percent figure 
i ncl udes export orders for items made i n whol e or i n part i n 
China. This means that, whilea good chunk of these goods 
are re-assembled, sent back to Taiwan, and then exported 
from Taiwan as finished products, morethan half appear to 
be shipped directly from China without showing up on 
Taiwan's export statistics. Still, the implications are 
dramatic— over one-fourth of all Taiwan exports, direct or 
indirect, in whole or in part, rely on China. 29 

That's a huge figure. But it puts into perspective why 
China doesn't view Taiwan's foreign direct investment asa 
"golden goose.” I nstead, the Chinese leadership likely sees 
foreign investments in the export-processing sector as a 
job-creator. A report prepared by the U.S. Consulate 
General in Guangzhou in 1992 included a study of the 
footwear industry which cited the example of a pair of Nike 
tennis shoes said to cost about U.S. $12. 00 ex-factory. Of 
that figure, U.S. $1.00 was for labor, about $0.50 was for 
rent, electricity, taxes, U.S. $6. 00 was for imported 
components, and U.S. $2. 00 for Chinese sourced 
components. At the time, the consulate extrapolated that 
for every dollar of exported goods from a foreign venture, 
on I y about 30 percent stayed inChina, whilethe rest went to 
other forei gn cou ntr i es wh i ch su ppl i ed the components and 
entrepreneurship. 30 
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Table 2. Taiwon-PRC Cross Strait Trade, 1991-1992. 



Taiwan's reliance on China to fuel its export economy, 
therefore, seems far more important to Taiwan than to 
China, a fact that seems only recently to have dawned on 
Beijing. Beijing's policy heretofore has generally been to 
insulatetheTaiwan economic and political spheres. 

As the Beijing Financial and EconomicTimes' attack on 
Taiwan businessmen shows, the careful separation of trade 
and politics broke down after Taiwan president Chen 
Shui-bian's election. A few days before the FET story was 
published on April 9, Chinese officials were already 
reported in theTaiwan press to be "increasing pressure on 
the investment activities of Taiwanese companies which are 
thought to be backing the pro-independence policy of 
President-elect Chen Shui-bian of the DPP." These 
unnamed Beijing officials warned that they may consider 
excluding companies that backTaiwan independence from 
cross-strait economic activities. Taiwan's businessmen and 
women, small, big and world-class alike have too much 
invested— literally and figuratively— in mainland China to 
risk it by actively supporting Taiwan independence. 

They— not just the four whose photos appeared on the 
front page of a Chinese newspaper— but hundreds of 
President Chen's supporters— certainly wield enough 
influence over Chen to restrain any precipitate and overt 
movetoTaiwan independence— presuming he would want 
to in the first place. In short, although Chen's presidential 
term thus far has not been the most predictable, it's 
probably safe to say he would not want to precipitate the 
econ om i c col I a pse t h at wou Id result if China forced Taiwan 
companies to shut down their mainland operations. 

Beware of Radical Labor. 

I f T ai wan's "new economy" fi rms see the mai nl and as an 
opportunity for growth and increased competitiveness, its 
"old economy" manufacturing businesses see it as the only 
way to survive. Taiwan traditionally has had a 
characteristically Asian labor market, with unemployment 
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hovering in the high two percentages, and yet the island's 
working wages are far higher than most Asian countries, 
dueto a combi nati on of a thri vi ng economy and one of Asia's 
narrowest i ncome gaps. 

If there is a threat to the political status quo in the 
Taiwan Strait, however, it is that the income gap is 
widening. Chen's DPP has traditionally put its 
ethnic-Taiwanese platform before its populism, but now 
that i ndependence i s on the back-burner, the party has been 
focusing more on its social and environmental 
agenda— hence the Chen administration's controversial 
decision to abandon plans to build a nuclear power plant. 
DP P party I iterature cal I sTai wan's i ncome gap "al armi ng," 
noting that the richest 20 percent of the population earns 
5.5 ti mes as much as the poorest 20 percent. 

Ironically, that disparity is probably narrower than its 
"communist" neighbor next door— but with thousands of 
jobs moving off the island and onto the mainland every 
month, it's not going to get any narrower. Unemployment 
was as high as 2.7 percent i n M ay and was creepi ng up at 0.1 
percentage point a month to 3.1 percent in October. On 
November 14, 2000, a coalition of Taiwan labor groups 
planned to fly to Hong Kong where they would demonstrate 
outside the Xinhua news service building to protest the 
exodus of Taiwan jobs across the Strait. The prospect of the 
independence platform resurfacing under a protectionist, 
pro-labor guise is certainly plausible. 

Conclusion. 

While there is a large Taiwan constituency for labor 
relief and efforts to halt the outflow of manufacturing jobs, 
there is nevertheless very little political sentiment on the 
island for a challengetothestatusquothat cal IsTai wan the 
"Republ i c of Chi na." I f present trends conti nue— and there's 
every indication they will— the outlook for the early part of 
the 21st century is for ever-increasing Taiwan dependence 
on China for its economic expansion. This, of course, means 
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Taiwan's political leadership will be very circumspect in 
dealing with the touchy topic of "independence.” 

Of course, there's no need to bring up the "independence" 
issue at all. Taiwan's formal position is that it's already 
independent and sovereign, and that's the status quo that 
has existed since 1949. Taiwan, therefore, has neither need 
nor desire to change this status quo. China, on the other 
hand, has declared that "if the Taiwan authorities refuse, 
sine die, the peaceful settlement of cross-Straits 
reunification through negotiations, then the Chinese 
government will only be forced to adopt all drastic measures 
possible, including the use of force, to safeguard China's 
sovereignty and territorial integrity and fulfill the great 
cause of reunification." 31 Strong words. They serve as a 
warning that if anyone's likely to risk changing the status 
quoin theTai wan Strait, it's the People's Republic of China, 
not Taiwan. 

Unfortunately, there's little evidence one way or the 
other toindicatethattheChineseleadershi pis reassured by 
Taiwan's growing "dependence." One would think they'd be 
ecstatic; that they'd see the trend as pulling Taiwan ever 
closer into China's orbit. And one would think the 
reason able strategy would betoletnaturetakeits course. 

But if the February 2000 "White Paper" is to be taken 
ser i ou si y, the C h i n ese I eadersh i p doesn 't seem to see i t th i s 
way. I n stead, they focus on the I argely hal I uci nated specter 
of 'Taiwan Independence." 

Beijing already has proved itself capable of 
strong-arming Taiwanese businesses in China into 
supporting one China. Indeed, thetimid protestations from 
Taiwan firms that they are "neutral" or "don't support 
Taiwan Independence," or better still, "adhere to one 
China," reflects that Taiwan firms see political fealty to 
Beij i ng as a cost of doi ng busi ness. But there's a I i mi t to how 
much influence even these Taiwan firms have on Taiwan's 
political leadership, and, if further commercial migration to 
China means ballooning ranks of unemployed in Taiwan, 
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their leverage would evaporate. So, clearly, Beijing's 
leverage is limited to "keeping Taiwan from declaring 
independence"— but the leverage does not extend to being 
ableto "forceTaiwan into unification." 

Without this leverage, Beijing may look elsewhere for 
influence over Taiwan. Surely, easing up on a military 
buildupthat explicitlythreatensTaiwan would be infinitely 
effective at speeding up Taiwan's "dependency" trend. But 
instead, Beijing seems to be pursuing a diametrically 
opposite tactic. Beijing is spending vast new sums on 
Russian-made Sovremmenny destroyers, SS-N-22 
"Sunburn" supersonic missiles, Sukhoi-30 jet fighters, and 
theful I fearsome panoply of advanced weaponry that i s now 
being deployed with the People's Liberation Army, Navy, 
and Air Force. 

Needless to say, this is a policy direction that seems 
designed not so much to woo Taiwan into the gently 
enfolding arms of the motherland, as to placate China's 
military. Others in this volume will assess whether the 
Chi nese leadershi p truly intends to use its new armaments 
against Taiwan— or anyone else. But one can't help but feel 
that, with all thi s new equipment, theChi nese P LA will find 
some way to use it. 
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CHAPTER 5 


THE COSTS OF CHINA'S MILITARY 
CONFLICT: 

THE KOREAN AND J APANESE DIMENSIONS 
Taeho Kim* 

Would China'snationalist ambitionsandeconomicdrive 
i ncr ease a chance for future conflicts in theTai wan Strait as 
well as in thesupposedly resource-rich disputed areas such 
as the South China Sea and the Senkaku/Diaoyu Islands? 
Or would Chinese leaders shelve such disputes— at least 
temporarily— as China's economic imperative requires a 
relatively long period of internal and external stability? 

This crucial question, which has long puzzled China 
scholars and strategists worldwide, has taken on new 
relevance in light of profound and sustained regional 
uncertai nty, Chi na's overal I strai ned rel ationshi ps with the 
United States and with J apan throughout the 1990s, and 
the growing polarization of the broader "rise of China" 
debate in the media, policy, and academic circles. It thus 
stands to reason that East Asia's future security and 
economic trajectories are increasingly tied up with China's 
current and likely future external behavior. 

The answer to the question, however, depends on a host 
of diverse yet uncertain factors, including domestic 
developments inside China, its interactions with Taiwan 
and other claimants, and its relations with other major 
powers, the so-called "daguo guanxi." The ongoing yet 
inconclusive debate about China's war-proneness, 1 though 
critical in discerning East Asia's future, is beyond the scope 


* The views ©(pressed here are the author's own and do not 
represent the positions of the K I DA, the Mershon Center, or any other 
organizations with which the author is affiliated. 
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of this chapter. Rather, it focuses on a subsidiary issue: 
What would be the costs of China-initiated conflicts in its 
relations with the Korean peninsula and with J apan? 

More specifically, this chapter attempts to better 
understand the little-discussed consequences and 
implications of an armed conflict in the three disputed 
cases— i .e., theTai wan Strait, the South Chi na Sea and the 
Senkaku/Diaoyu Islands— on China's relations with the 
Republicof Korea (ROK or South Korea) and with J apan. It 
not only takes stock of the current and likely future 
evolution of China's relations with those important 
Northeast Asian neighbors, but also addresses the latter's 
possible calculus and options. 

A long list of caveats, disclaimers, and explicit 
assumptions should precedean intellectual endeavor of this 
sort. Most prominent ones include: First, like any objective 
discussions on disputed territorial and other claims, this 
one does not support or take sides with the positions of any 
actual or potential claimants. Nor is it intended to offer 
possible solutions to the age-old disputes. Second, the 
timeframe for this chapter is 2001-2010— that is, the 
current status and I i kely trend-1 i nes that are di scerni bl e as 
of thi s writi ng do not change signifi cantly 10 years down the 
road. Third, as David Finkelstein's pace-setting chapter in 
th i s vol u me i 1 1 umi nates, th i s chapter on I y h i gh I i ghts broad 
diplomatic and security implications of a major armed 
conflict— if it ever happens— and does not exhaust its 
complex and interactive processes, including its military 
scenarios, its duration, and its degree of intensity. Fourth, 
in light of severe limitations on the publ i cl y-avai lable 
literature or data on the topic— both inside and outside 
China, the analysis that follows should be regarded as 
tentative and speculative. 

Cross-Strait Conflict. 

Any major flare-up in the Taiwan Strait is bound to be 
extremely costly, disastrous, and tragic in terms of not only 
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the "comprehensive national power” (zonghe guoli) of the 
parties directly involved but also overall stability and 
prosperity in the region and beyond. I n such an eventuality, 
in particular, the Chinese cost to its relations with J apan 
and the ROK would be exceedingly high. 

Foremost among the negative consequences would be 
economic. Not only has China's reform and open-door policy 
since the late 1970s required a cultivation of amicable 
relations with its Asian neighbors, but the dynamic Asian 
economy has held growing importance to China's domestic 
agenda of economic development. As is well known, J apan, 
South Korea, and Taiwan are not only economic 
powerhouses but also important sources of capital, 
technology, and management skills necessary for China's 
economic development. 

J apan remai ns Chi na'snumber-onetrade partner ($66.2 
billion in 1999 and $85.8 billion in 2000, respectively) as 
well as the largest provider of foreign direct investment 
(FDI), official development aid (ODA) and technological 
know-how. 2 These benefits that are necessary for China's 
longer-term economic development can be withheld or even 
cancelled outright, as Japan's linkage between the 
scheduled ODA and China's nuclear test in 1995 amply 
illustrates. 

The economic cost to Si no-ROK relations would be very 
high as well, as South Korea is now China's third largest 
trade partner with $25 billion in 1999 and $33 billion in 
2000, respectively. 3 If China's trade volume with South 
Korea is added up with those with J apan, thellnited States, 
and Taiwan (which are China's number one, two, and four 
trade partners), the economic cost is insurmountable and 
would irrevocably disrupt its economic development. In 
such an eventuality, moreover, there are significant 
n on econ om i c costs Chinawouldhavetobearinitsrelations 
with South Korea andj apan. 

Like most other middle powers around the world, South 
Korea harbors regional ambitions, especiallyfor a day when 
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it is unified with the North. Its security mind-set, however, 
is still predominantly peninsular. Notwithstanding the 
historic J une 2000 inter-Korean summit meeting and a 
flurry of ensuing diplomatic activities, the ROK's primary 
security goal remains the same— i.e., to deter a North 
Korean military threat in an overwhelmingly land-based 
war and, if deterrence fails, to win a war in a swift and 
effective manner. 4 South Korea's peninsular-based, 
parochial security mind-set, I would argue, hasfar-reaching 
i mpl i cati on s for its percept i ons of, and its possi ble responses 
to, the three conflicts under review. 

South Korea maintains a certain degree of policy 
ambiguity on such sensitive issues as a potential armed 
confl ict i n theT ai wan Strait, to which it is not a di red party 
but which cuts across major dimensions of its foreign and 
security policy. They include the ROK-U.S. alliance, 
Sino-ROK relations, peninsular stability, and in the longer 
term the regional posture of a unified Korea. What triggers 
ROK responses or what are the sufficient conditions for 
South Korea to take definitive actions is an intriguing yet 
largely unanswerable question. 

In a major armed conflict over the Taiwan Strait the 
foremost concern for South Korea would be the possible 
involvement of United States Forces Korea (USFK) in 
particular and its implications for East Asia's overall 
security environment. The possibility of close security ties 
between Beijing and Pyongyang cannot be ruled out, even if 
the former clearly understands the risks of a two-front war. 
The accompanying regional instability could in turn 
necessitate an adjustment in U.S. forward deployment in 
Asia, higher-level regional militarization, and a 
strengthened strategic configuration among the United 
States, J apan, and the ROK against an assertive China. 

The South Korean elite, on the other hand, seems to be 
well awarethat it alonecarries littleweight and few means 
to influence any contingency in theTaiwan Strait, except 
joining a diplomatic chorus for a peaceful resolution of the 
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conflict through dialogue. South Korea's official response to 
the 1995-96 Taiwan Strait crisis is a case in point, which 
was passive, restrained, and neutral. 5 In a major armed 
conflict involving active U.S. participation, however, it also 
understands full well that a similar low-profile response 
could carry a great risk in alliance maintenance. 

While South Korea will weigh carefully the grave yet 
uncertain consequences of its role between the United 
States and China over a major cross-Strait conflict, it is 
worthy of notethat how best to balance al I ianceties with the 
United States and security cooperation with China would 
highly likely become its primary security challenge in the 
foreseeable future. Viewed in this light, a China-provoked 
armed conflict in the Strait could become an impetus for 
further consolidating South Korea's "strategic 
prioritization" with the United States, akin to J apan's 
decision in the mid-1990s. 

Parenthetically, unlike the majority of the American 
and J apanese public, South Koreans throughout the 1990s 
and beyond maintainedafavorableviewofChina in general 
and of its role in Korean peninsular issues in particular, 
reflecting across-the-board improvement in Sino-ROK 
relations in the last decade. A major Strait conflict could 
lead South Korean public perception of China to become 
closer to that of its elite, which can be summed up as 
"somewhat negative" toward China and "fairly friendly" 
toward the U nited States. 6 

Of longer-term consequence is a sustai ned confrontation 
between the regional superpower and the global 
superpower, which could sharply exacerbate their potential 
and real differences over a host of peninsular and regional 
issues, including Korean unification. In particular, China's 
growing influence over and interdependence with South 
Korea amid its continuing rivalry with the United States 
could well make untenable the proposition that both 
countries can jointly cooperate in resolving a host of 
concrete policy issues and longer-term questions on the 
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peninsula. Prominent examples include a North Korean 
contingency, future status of USFK, the question of 
weapons of mass destruction (WMD) in North Korea, and 
the military capability and strategic orientation of a unified 
Korea. 

To Tokyo, the cross-Strait conflict also cuts across 
several important contexts within which Japan's major 
domestic and foreign policy debates are conducted: the 
U.S.-J apan alliance, J apan-China relations, and J apan's 
steadily growing political profile and security role in the 
region. 

As is well known, the future of China-J apan relations 
will have a profound impact on post-Cold War East Asia's 
economic and political order. J apan and China embody the 
world's second and, by purchasing power parity 
(PPP)-based calculations, third largest economies, 
respectively, and wield growing political clout in regional 
affairs. In terms of future regional stability, what is perhaps 
more significant is whether the two major regional powers 
will develop a relationship that is either strong and 
cooper at i ve or wea k a nd conf rontat i on a I i n the yea rs a h ead. 
Of equal importance is the diverse yet uncertain impact of 
this evolving relationship on the future of East Asian 
security, particularly in light of the absence of the unifying 
Soviet threat and a continued U.S. policy dilemma vis-a-vis 
J apan and China . 7 

Despite their huge and growing stakes in maintaining 
an amicable relationship, however, China-J apan relations 
will remain a difficult and often tense one. The persistence 
of their traditional rivalry and historical distrust over time 
suggests that these attitudes may have more to do with 
deeply i ngrained cultural, historical, and perceptual factors 
than with the dictates of economic cooperation or a shared 
interest in regional stability that would be mutually 
beneficial. 

As befits their traditional rivalry for regional influence 
and as the present-day two most powerful East Asian 
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states, Japan and China have a quite broad range of 
bilateral concerns with each other. Additionally, China's 
security concerns with Japan are linked up with what 
Chinese call U.S. regional "hegemonic” behavior— that is, 
the strengthened U.S. -Japan alliance, their joint 
devel opment of the Theater M i ssi I e Defense (TM D) system, 
and, most seriously, continued U.S. weapon sales to 
Taiwan. 8 

Parti cu I ar ly worri some to the Chi nese I eadersh i p i s any 
possible connection between the strengthened U.S.-J apan 
allianceandtheTaiwan question, runningthewholegamut 
of the controversies over the scope of regional conti ngencies 
in "areas surrounding J apan,"TMD, and Taipei's overall 
relations with Washington and Tokyo. A Taiwan Strait 
conflict is also directly related to the ongoing debate on 
J apan's regional security role. At issue is a definitional shift 
i n J apan's defense contri bution from the "defense of the F ar 
East" (Article Six of the U.S.-J apan Mutual Security 
Treaty) to the "areas surrounding J apan," as stipulated in 
the November 1995 National Defense Program Outline 
(NDPO)andreconfirmedintheApril 1996 U.S.-J apanj oint 
Declaration on Security and the September 1997 Review of 
the Guideline for U.S.-J apan Defense Cooperation (the 
"new Guideline"). 

China has adamantly opposed the revised 
Guideline— for its possibility of U.S.-J apan collaboration in 
aTaiwan crisisand ofj apanese militarism. 9 A major armed 
confrontation over the Taiwan Strait involving United 
States forces could lead to a further redefinition of 
U .S.-J a pa nese security relations i n theyears ahead— a step 
the United States and J apan took in early 1998 to meet the 
requirements of the new Guideline. Implicit in the new 
Guideline is enhanced collaboration between U.S.-allied 
J apan and South Korea in a contingency, thus opening up 
the possibility that the ROK could be at least indirectly 
involved in a cross-Strait conflict. 10 
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F i nal ly, i n a major flare-up i nvol vi ng both China and the 
U n i ted States, the u I ti mate questi on for T okyo boi I s down to 
this: Does J apan have any real alternative other than to 
take sides with the United States? J apan's constitutional 
constraints, regional suspicions of Japan's active 
participation in regional military issues, as well as its 
domestic political considerations, will surely put a severe 
limit on J apan's direct military involvement. But the 
opposite is a nonstarter and could seriously impair the 
alliance with the United States— a prospect that J apan 
cannot afford, now or in the foreseeable future . 11 

Conflict in the South China Sea. 

Unlike the essentially two-party cross-Strait conflict, 
which posits an attack on Taiwan itself, a People's Republic 
of China (PRC)-initiated military crisis in the multilateral 
maritime dispute in the South China Sea could trigger 
broader— if less intense than the Taiwan case- 
consequences in the region and beyond. First, China's use of 
force against one or more disputed territories occupied by 
other claimants, not just low-profile armed displacement, 
would likely galvanize Association of Southeast Asian 
Nations (ASEAN) unity. Second, it would also precipitate 
the internationalization of the dispute and U.S. 
involvement, especially if it seriously obstructs freedom of 
navigation. Furthermore, any disruptions in navigation 
through the Sea Lines of Communication (SLOCs) would 
have a ripple effect throughout the regional (and Chinese) 
economies, which are an integral part of the world economy. 
These and other considerations, including lingering doubts 
over the PLA's long reach and sustainability, militate 
against the military resolution of the conflicting claims, 
even if a viable peaceful solution is not in sight either . 12 

TheeconomiccostsChina has to bear will also be severe. 
In addition to its vast economic ties with China, J apan 
remains the number one creditor nation in Southeast Asia 
and is heavily dependent on shipbornetradeandoil imports 
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that passthrough the major SLOCs in theSouth China Sea. 
J apan'shigh stakes in free passage, likethoseoftheUnited 
States, would most likely force J apan to take punitive 
economic sanctions against China to a degree that has not 
been seen before. I n al 1 1 i kel i hood, J apan's step-by-step and 
sequential reaction to Chinese provocation, in conjunction 
with the United States and other states involved, would be a 
heavy blow against China's national interests. 

Moreover, China's armed provocation not only could 
unwittingly provide J apan with a cause for its expanded 
security role in the region with impunity, but it may also 
invoke a nightmarish tightening of theU.S.-J apan alliance 
vis-a-vis China— a Damocles' sword in Chinese eyes. It may 
eventually end the ongoing yet inconclusive domestic 
debate in J apan about its defense objectives and security 
rol e so that the contai n ment of C h i na wi 1 1 become a focus of 
its individual or joint efforts with the United States. 

Ontheother hand, whileSouth Korea would I ikelyjoin a 
diplomatic united front with the United States, J apan, and 
other claimants for a peaceful and early resolution of the 
dispute— especially duringtheearly phase of theconflict, it 
is hard to imagine a major conflict in the remote South 
China Sea having a direct bearing on its national security. 
For South Korea, its consequences would largely be an 
economi c I oss generated from di srupti ons i n oi I i mports and 
seaborne trade, on which it almost totally depends. For 
these and other reasons, while South Korea can play no 
major role in the conflict's initial phase, it also understands 
full well the grave consequences of disruption in oil imports 
a n d sea bor n e t r ade. S out h K or ea 's econ omi c secu r i ty a n d i ts 
limited influence on the resolution of a South China Sea 
contingency strongly calls for multilateral collaboration 
with ASEAN, China, J apan, and the United States. 

Its still peninsula-based security mind-set, however, 
could be seriously tested if and when a South China Sea 
conflict invokes the employment of U.S. forward-based 
military power in Asia which, like the cross-Strait case, 
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raises the possibility of a North Korean adventure. While 
the level of U.S. commitment is a critical variable affecting 
the involved countries' behavior, including South Korea's, a 
Sino-U.S. confrontation would doubtless make it extremely 
difficult for Seoul to remain neutral or tobalancetheallied 
relationship with Washington and the growing ties with 
Beijing. 

Still, the South Korean public perception of the South 
China Sea— i.e., a strategically important yet geograph- 
ically and psychologically distant place— remains an 
unknown variable. If such a detached mind-set continues to 
prevail in South Korea, its commitment to the resolution of 
a South China Sea conf I i ct wou I d be consi derabl y I ower t han 
in the case of the Taiwan Strait. In nearly zero-sum terms, 
the overall costs China has to bear will be considerably less 
if allied unity is maintained at a less-than-optimal level. 

Conflict over the Senkaku/Diaoyu Islands . 13 

Direct parties to any major armed conflict over the 
Sen kakus/Diaoyus will beChinaandJ apan, asTaiwan, the 
other claimant, is not in a position to take sides with either 
China or J apan. While the prospects for the use of force by 
either side seem low (and there has been no precedent), the 
possibility for a potential conflict could grow in thefuture, 
as thefrequency and thearea of the PLAN'S operations have 
increased. In recent years, moreover, the activities of 
China's intelligence-gathering ships within and near the 
Japanese Exclusive Economic Zone (EEZ) have sharply 
increased from a mere four in 1997 to 16 in 1998 to 33 in 
1999. As of September 10, 2000, 24 such sightings were 
reported. 14 Additional ly, the number of Chinese "warshi ps" 
passing through the international waters in the East Sea 
(Sea of Japan), which is situated east of the Korean 
peninsula, has shot up from an average twice per year to 
seven cases i nvol vi ng 31 shi ps dur i ng thefi rst half of 2000. 15 
For its part, Japan also has increasingly dispatched 
coastguard vessels to enforce the new fishery agreement 
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with China and to fight pirate attacks in the East China 
Sea. 

As J apan is directly involved in the dispute, strategic 
and economic costs tothe Si no-J apanese relationship could 
be as severe and consequential asthoseintheTaiwan Strait 
or in the South China Sea, if J apan chooses to take this 
course of action. 

Recent developments inside and outside J apan, 
including the growing strength of "right-wing,” hard-line 
politicians, anti-piracy activities by its coastguard vessels, 
and its planned acquisition of indigenous military 
capabilities, point tothe costly consequences of any future 
confrontation between Beijing and Tokyo. 

I n a minor confrontation between China andj apan over 
the Senkakus/Diaoyus, South Korea as a nonclaimant 
would mostly likely distance itself from the dispute. The 
United States, as a general rule, also does not support any 
individual claims on territorial disputes. Even in an 
unlikely event that the United States-J apan alliance is 
invoked, it is inconceivable that South Korea will be asked 
to play a substantial role in such a contingency. 

South Korea, however, has long been watchful of 
developments over those tiny islands for a different 
reason— the future of the Senkakus/Diaoyus may offer a 
clue to Tokdo/Takeshima in the East Sea (Sea of J apan), 
which is claimed by both South Korea and J apan. South 
Korea is also concerned with observance of the EEZ, the 
median line, and the fishery and other bilateral maritime 
agreements negotiated and ratified separately among 
China, J apan, and itself duringthelatter half ofthel990s. 


Questions for Further Consideration. 

In light of the devastatingly negative consequences of 
China's use of force discussed in this and other chapters in 
the volume, it stands to reason that Chinese leaders would 
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most probably shy away from taking such an adventurous 
course of action for years to come. It is also obvious that 
China-initiated conflicts in any of the three cases under 
review would have a far-reaching negative effect on its 
relationships with Taiwan, ASEAN, Japan, and South 
Korea— let alone the one with the United States. Viewed in 
this light, fairly low-intensity, short-duration operations 
arebyfar safer and more reasonable courses of action ifthe 
current and future Chinese leadership ever attempts to do 
so. 


As is the case with J apan and South Korea, regional 
perceptions of and reactions to China's diplomatic and 
military behavior will not beuniform. Each regional actor's 
relations with China are shaped by a wide array of factors, 
including geographical proximity, historical and cultural 
inheritance, territorial disputes, and economic relations. 
Moreover, their strategic calculus has often been 
significantly influenced by their respective security 
relations with the United States, which is also the single 
most important external factor restraining China's 
behavior. 

Ifthe purpose of analyzing the "Costs of Conflict" is to 
better understand their horrible consequences and to 
prevent such an eventuality from occurring, it is necessary 
to note how best to get the messages across among the 
parties involved, including China. First and foremost is the 
U .S. determi nation for a peaceful resolution of the disputes. 
Credible and demonstrated U.S. commitment, backed by its 
military presence and bilateral alliances, is a must in 
preventing unilateral acts of hostility from occurring. U.S. 
neutral stance on disputed territorial claims is appropriate; 
yet its principles on a peaceful settlement of disputes and on 
the frekiom of navigation need further clarification— e.g., a 
set of shared norms and understandings rather than the 
specification of potential triggers . 17 

Finally, it is important to recall that a peaceful 
settlement of disputes is first and foremost the 
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responsi bi I ity of thedi red parti estothedi sputes. Whi I ethe 
United States role and commitment remains essential, 
other states should also bear the responsibility for a 
peaceful resol uti on of i ndi vi dual di sputes i n thei r respective 
areas of concern. U.S. allies, in particular, should beableto 
prepare for security and military support in a future 
contingency. A shared understanding of the conflict's 
horrendous costs throughout the region should not only 
reduce the chance for conflict but also guide the United 
States-Asia relationship in the new millenium. 
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CHAPTER 6 


THE IMPACT OF A CONFLICT ON CHINA'S 
RELATIONS 

WITH SOUTHEAST ASIA AND AUSTRALIA 

Carlyle A. Thayer* 

Frankly, I think China wants to take over Asia. 

Philippine President J oseph Estrada . 1 


Introduction. 

The purpose of this chapter is to assess the impact of a 
conflict on China's relations with the states of Southeast 
Asia and Australia. The most likely scenarios for conflict 
involve China and Taiwan, China and Southeast Asian 
claimants to territory in the South China Sea, and China 
and its land neighbors Vietnam, Burma, and Laos. These 
scenarios are discussed in the final section. 

In the aftermath of the informal summit of the 
Association of South East Asian Nations (ASEAN) in 
Singapore and the meeting of the ASEAN Plus Three 
(China,J apan, and South Korea) held in November 2000, it 
would appear that China is walking triumphantly on 
Southeast Asia's diplomatic stage. 2 China's relations with 
regional states are probably at an all timehigh. 3 Since early 
1999, for example, China has negotiated long-term 


*The views expressed in this chapter are those of theauthor and do 
not necessarily reflect the official policy or position of the Asia-Pacific 
Center for Security Studies, Department of the Army, the Department 
of Defense, or the U.S. Government. The author would like to thank 
Herman Finley for exchanging ideas with himduringthepreparation of 
this paper. 
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cooperation agreements with all ten of Southeast Asia's 
states. China is presently negotiating a code of conduct for 
the South China Sea with ASEAN representatives. 
Si no-Australian relations equally may be characterized as 
very good despite Chinese misgivings about Australia's 
possi ble participation in ball i Stic missile defense research. 

H istorical evidence suggests that over the last 50 years 
Chi nese I eaders have been consi stent i n the use of force to 
secure their interests. A recent quantitative survey of 
militarized interstate dispute data for China indicates 
Chinese resort to force on no less than 118 cases between 
1949-92. 4 F urther, as F eigenbaum has argued, "vi rtual ly al I 
evidence suggests that three motivations . . . have driven 
China's post-1949 use of force: sovereignty claims over 
major territories; border disputes; and strategic 
considerations connected to the East Asian balance of 
power. 5 

The central assumption of this chapter is that conflict 
between China and Southeast Asia is less likely than 
conflict between China and Taiwan. Southeast Asia's 
dilemma in the face of this possibility was aptly 
summarized by a Singaporean official in the following 
words: "(i)f either one is damaged, Singapore [read 
Southeast Asia-ed.] will suffer a loss; if both are damaged, 
its loss will be doubled." 6 

Conf I i ct between C h i na and T ai wan cou I d f I are u p at any 
moment. In J uly 1999, for example, China reacted to the 
statement by Taiwan's President that the two should deal 
with each other on a "state-to-state" level by conducting 
military exercises in Fujian province and by directing 
Chi nese fighters to fly cl osetothe "center I i ne" i n the straits. 
This led one analyst to conclude, "(t)herisk of an accidental 
or deliberate military clash between China and Taiwan is 
higher than at any time since March 1996.” 7 Since then 
China has continued to conduct large-scale military 
exercises, including simulated amphibious landings, in an 
effort to keep up its pressure on Taiwan. 8 Most recently, 
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Zhang Wannian, Vice Chairman of the Central Military 
Commission, declared: "(d)uring the period of the 10th 
five-year plan, it is certain that war will break out in the 
Taiwan strait." 9 

There are other factors operating which raise the 
probability of conflict between China andTaiwan. A recent 
study of "enduring rivalries" concluded "(r)esearch shows 
that roughly half of the militarized disputes in the 
international system take place among enduring 
rivalries." 10 According to this study four sets of results 
appear relevant totheChina-Taiwan relationship: 

1. Disputes over territory are more difficult to resolve 
peacefully and more likely to result in military conflict. 

2. Societies undergoing political transformation are 
more prone to engage i n confl i ct. 

3. Under conditions of perceptual uncertainty, enduring 
rivalries will be prolonged; outbreaks of conflict will be more 
likely. 

4. Enduring rivalries experiencing military build-ups 
are more prone to outbreaks of confl i ct. 

The China-Taiwan relationship was classified by J ob, 
Laliberte, and Wallace as an "enduring rivalry." After 
examining two major factors— perceptual uncertainty and 
the military build-up— the authors concluded: 

In two critical respects the contemporary PRC-ROC [People's 
Republic of China-Republic of China-ed.] rivalry exhibits 
symptoms common to situations that carry a higher risk of 
outbreak of confl ict. U ncertai nty prevai Is i n that for both sides 
"holding tough" on Taiwan Strait issues is important for 
leaders seeking to sustain prestige with their domestic 
audiences. There remain ample opportunity for factional 
infighting in both capitals and thus for the pathologies caused 
by misperception within and between both the PRC and ROC. 
Added to this potentially volatile situation are the exigencies 
posed by the fact that the PRC publicly retains the option to 
useforcein its dealings with theROC. Both sides, in preparing 
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for this possibility, have acquired a panoply of high-tech 
weaponry, which recent history demonstrates has a 
self-fulfilling quality to it. That is, even in the hands of highly 
trained forces, the availability of such weapons promotes their 
intentional or inadvertent usage, with dangerous 
consequences . 11 

Before discussing conflict scenarios and the costs of 
conflict on China's relations with Southeast Asia and 
Australia, this chapter first provides a brief overview of 
China's relations with Southeast Asia and Australia. 

China and Southeast Asia. 

Historically, China's relations with Southeast Asia have 
been bedeviled by Beijing's support for communist 
insurgents. An improvement in relations was only possible 
once China terminated its assistance. 12 During the late 
1970s and 1980s China and Southeast Asia shared two 
major goals in common: economic growth and containing 
Soviet power. China-ASEAN relations grew particularly 
close during the decade 1979-89 when both parties shared 
the strategic objective of opposing Soviet-backed 
Vietnamese hegemony in Cambodia. Although the end of 
the Cold War diminished the salience of this factor in the 
relationship, China's economic growth and potential to 
emerge as a major regional power predisposed Southeast 
Asia's states to enhance their cooperation with China. 

China's remarkable economic growth from the late 
1970s resulted in a new activism in China's approach to 
Southeast Asi a. Thi s was wel corned i n the regi on. Accordi ng 
to one analyst, "economics is most assuredly the driving 
force of the relationship." 13 Both sides— China and 
ASEAN— stand to benefit from growing trade and 
investment linkages. Taken as a group, Southeast Asia's 
states represent a formidable economic bloc. In 1995, for 
example, thetotal GDP (as measured by purchasing power 
parity) of nine ASEAN states (minus Cambodia) was 
estimated at about U .S. $1,600 billion or about 60 percent of 
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Japan's GDP. That same year ASEAN's foreign trade 
totaled U.S. $636.6 bill ion, about ten times that of I ndia and 
82 percent of J apan's. ASEAN was ranked thefourth largest 
trading unit in the world. 14 

China's relations with Southeast Asia improved in the 
1980s and 1990s. Malaysian Prime Minister Mahathir 
visited Beijing in November 1985. That same year the 
Chinese Foreign Minister visited Indonesia and negotiated 
a resumption in direct trade. Premier Li Peng visited 
Thailand in November 1988. The Tiananmen massacre of 
J une 1989 was an important turning point. ASEAN 
members either muted their criticism or refrained from 
criticizing China, considering the event an internal affair. 
China, isolated by western reaction, turned its attention 
south. In August 1990, China normalized relations with 
Indonesia and then established diplomatic relations with 
Singapore 2 months later. In J uly 1991, Chinese Foreign 
Minister Qian Qichen attended the opening session of the 
24th ASEAN Ministerial Meeting as a guest of Malaysia, 
the host. Si no-Vietnamese relations were normalized in late 
1991, and Vietnam Communist Party Secretary General Do 
Muoi visited Beijing in November 1995. China becameafull 
dialogue partner in the ASEAN Post-Ministerial 
Conference in J uly 1996. 15 

For China, the 1990s were seen as a transitional period 
from the bipolarity of the Cold War to multipolarity. The 
end of the Cold War meant that the U.S. -Soviet 
U nion-China strategic triangle dissolved. According to one 
writer, "(t)he Chi nese leadershi p hopes that the emergence 
of regional powers and regional organizations in the 
developing world will help to bring about a multipolarity 
from the traditional one dominated by a small number of 
major powers." 16 Some Chinese analysts consider ASEAN 
oneofthepolesin a multi polar system. China supported the 
creation of the ASEAN Regional Forum (ARF) in 1994. And 
in 1995, China supported Vietnam's membership in 
ASEAN, and the membership of Laos and Burma in 1997. 
The Cambodian domestic upheaval of 1997-98 witnessed a 
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change of Chinese policy from supporter of the Khmer 
Rouge to a backer of the Hun Sen government. During the 
Asian Financial Crisis of 1997-98, China earned much 
political capital by the support it gave Southeast Asia's 
beleaguered economies. China not only refrained from 
devaluing its currency, the renminbi, but it offered one 
billion U.S. dollars in assistance to Thai land and provided 
monetary support to Indonesia. At the December 1997 
informal ASEAN Plus Three Summit, President J iang 
Zemin pledged 46 billion U.S. dollars to the I nternational 
Monetary Fund's program to support Southeast Asia's 
economic recovery. 

Chinese concerns were aroused by anti -Chinese rioting 
i n I ndonesia i n M ay 1998. This i rritant i n bi lateral relations 
was immediately addressed by President Wahid upon 
coming to office. He made his first official overseas trip to 
China and gave assurances that I ndonesia'sethnicChinese 
community would be protected. Healso sought toencourage 
the return of overseas Chinese investment that fled 
Indonesia following the turmoil associated with the 
downfall of President Suharto. In contrast, Indonesia's 
relations with the United States have become strained due 
to U.S. advocacy of human rights and accountability in 
cases where human rights have been grossly violated. 
Indonesian Minister of Defense, Mohammad Mahfud, no 
doubt exasperated by the position his country found itself 
in, has stated: 

(i)f I ndonesia, I ndia, China and J apan unite to set up a joint 
defense pact, the U.S. would be I imp. The U.S. can be arrogant 
but I 'm considering cooperation with other countries ... As a 
sovereign country, I ndonesia should find other alternatives. We 
don't want to be continuously pressured by the U .S . 17 

Trade between China and ASEAN has expanded 
steadily. It increased from U.S. $14.29 billion in 1994 to 
U.S.$25.04 billion in 1997toU.S.$31.96 billion in the first 
10 months of 2000, a 47.9 percent increase over the same 
period the previous year. China's exports to Southeast 
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Asia increased 20 percent during the first 10 months of 
2000. 19 But ASEAN's share of total Chinese trade has 
remai ned modest, 6.04 percent i n 1994 and only 7.7 percent 
in 1997. Nonetheless, ASEAN ranks fifth amongChina'stop 
ten trade partners, coming after the United States, Hong 
Kong, J apan, and the European Union, and before South 
Korea, Taiwan, Australia, Canada, and Russia. 20 

Southeast Asia is also an important source of foreign 
investment for China (see Table 1). Investment from the 
region rose from U.S.$1.21 billion in 1993 to U.S.$3.62 
billion in 1997. These figures probably understatethetotal, 
as they do not take into account overseas Chinese 
investment channeled through Hong Kong. Over 
three-fourths of ASEAN's officially recorded investment 
comes from Singapore, which is one of the largest investors 
in China. The Singapore government has a major 
commitment to developing a new industrial park in Suzhou 
city, for example. 

But China also competes with Southeast Asia for 
investment, trade, loans, and aid. This is set within the 
wider pattern of "competition and interdependency among 
Japan, the East Asian NIEs [Newly Industrializing 
Economies-ed.], and the ASEAN states." 21 A recent report 
commissioned by ASEAN revealed that in 2000, 61 percent 
of foreign direct investment flows into emerging Asian 
economies went to China and only 17 percent to ASEAN 
states. These figures point to a major reversal of trends a 
decade ago and diversion of investment away from 
ASEAN. 22 

ASEAN members are particularly apprehensive about 
China's impending entry into the World Trade 
Organization (WTO). They fear that China's low-cost 
industries, such as textiles and toys, will displace ASEAN 
goods in overseas markets. Premier Zhu Rongji, attempted 
to assuage these fears during a visit to Singapore: "(t)here 
will be definite competition. But there will definitely be no 
threat . . . China's entry into WTO will definitely be 
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Country 

1993 

1994 

1995 

1996 

1997 

Burma 

664 

289 


58 

268 

Indonesia 

6,575 

11,570 

11,163 

9,354 

7,998 

Laos 




15 

39 

Malaysia 

9,142 

20,099 

25,900 

45,995 

38,183 

Philippines 

12.250 

14,040 

10,578 

5,551 

15,563 

Singapore 

67,480 

117,961 

186,061 

224,716 

280,696 

Thailand 

23,437 

23,487 

28,824 

32,818 

19,400 

Vietnam 

1,161 

1,849 

2,830 

145 

154 

ASEAN 

120,709 

189,295 

265,356 

318,652 

362,301 

ASEAN as 
a %of 
China's 
Total 

3.10% 

4.38% 

5.51% 

5.81% 

5.63% 


Source: J oseph Y.S. Cheng, "China's ASEAN Policy in the 1990's: 
Pushing for Regional Multipolarity," Contemporary Southeast Asia, 
Vol. 21, No. 2, August 1999, p. 195, based on State Statistical Bureau, 
compiler, China Statistical Yearbook, Beijing: China Statistical 
Publishing House, 1995-1998. Data on invenstments from Laos for 
1993-95 and Brunei are not avail able. CambodiajoinedASEAN in April 
1999. 

Table 1. ASEAN's Investments in China, 1993-97 
(in U.S. $10,000) 

beneficial to Asian countries. We would rather not join the 
WTO if we were a threat." 23 From early 1999 China has 
negotiated long-term cooperation framework agreements 
with all ten of Southeast Asia's states. China supports both 
the Asia-Europe Meeting (ASEM) and ASEAN Plus Three 
processes. Premier Zhu Rongji supported a free trade area 
between ASEAN and China and endorsed the proposal for 
an East Asian Forum as "a good idea,” at the November 
2000 ASEAN Plus Three meeting in Singapore. 24 Premier 
Zhu also expressed China's interest in developing the 
transportation infrastructure of the Mekong River basin 
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including navigation along the Lancang-Mekong river, 25 
the Lao section of the Bangkok-Kunming highway, the 
Trans-Asian Highway, and the Trans-Asia Railway. 

Taiwan and Southeast Asia. 

E conomi c rel ati ons between Taiwan and Southeast Asi a 
have grown noticeably since 1987. ASEAN states i mproved 
their unofficial relations with Taipei in response to 
Taiwan's increased trade and investment activities. In 
November 1993, at the Asia Pacific Economic Cooperation 
(APEC) Summit, Taiwan announced its "southward policy" 
towards Southeast Asia. The next year Premier Lien Chan 
paid vacation visits to Singapore and Malaysia; he was 
followed by President Lee Teng-hui who visited the 
Philippines, Indonesia, and Thailand. At the same time, 
Taiwan's Executive Yuan approved the "Operation Outline 
for Strengthening Economic and Trading Relations with 
Southeast Asia." This policy document contained four 
objectives: to expand trade and investment relations; to 
reduce trade dependence on mainland China by 
establishing production bases in Southeast Asi a; to promote 
economic prosperity of the region; and to participate in the 
activities of international economic organizations in 
Southeast Asia. 26 

Linder its southward policy, Taiwan encouraged its 
business community to invest in Southeast Asia. 27 By 
mid-1995 Taiwanese cumulative investment in ASEAN 
reached U.S.$25 billion. Taiwanese investment is 
concentrated in labor-intensive industries such as textiles, 
paper and printing, metals, minerals, and electronic 
appliances. Figures in Table 2 indicate that, starting in 
1989, Malaysia overtook the Philippines and became the 
prime beneficiary of Taiwanese investment. In 1990 
Taiwanese investment in the region increased noticeably, 
but in 1991-92 in the cases of the Philippines, Singapore, 
and, to a lesser extent, Thailand, declined. This fall off was 
due to a change in Taipei's investment policy that 
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authorized indirect investments in China. Taiwanese 
investments then diverted to the mainland as a 
consequence. 


Malaysia Vietnam 


1988 

1989 

1990 

1991 

1992 

1993 

1994 

1995 

1996 

1997 

1998 


5,109 

47,611 


100,732 

31,649 


158,176 

835,912 


66,312 

123,607 


9,600 

35,724 


38,777 

520,576 


20,571 

32,067 


19,541 

500,505 


51,604 

149,397 


57,323 

51,210 


131,186 

860,453 


442,011 127,139 

155,727 20,167 

64,452 158,396 

101,127 108,378 

67,302 108,146 

93,534 100,479 

85,088 85,414 

19,736 110,078 

1,375,216 708,197 


Source: Adapted from Samuel C. Y. Ku, 'The Political Economy of 
Taiwan's Relations with Vietnam," Contemporary Southeast Asia, Vol. 
21, No. 3, December 1999, p. 412. Ku relied on Ministry of Economic 
Affairs, Statistics on Outward Investment, Technical Co-operation, 
Outward Technical Co-operation and Indirect Mainland Investment, 
Taipei: I nvestment Commission, Ministry of Economic Affairs, 1998. 


Table 2. Taiwan's Investments in Southest Asia, 
1988-98 (in thousand U.S. $) 


An evaluation of Taiwan's southward policy indicates 
mixed results. As Samuel Ku has demonstrated, there are 
three factors that account for this . 28 First, ASEAN states 
are dissatisfied with the level of economic resources 
provided by Taiwan. Second, Taiwanese assistance and 
influence has been offset by mainland China . 29 Third, the 
rol e of T ai wan's pri vate entrepreneurs has been di sappoi nt- 
ing.Taiwan hasalsonot met its political objective of raising 
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its representation in international organizations. Taiwan 
was not accorded dialogue status by ASEAN nor was 
Taiwan admitted intotheASE AN Regional Forum. In brief, 
ASEAN members have held firm totheir one-China policy. 

Taiwan-Malaysia relations are particularly strong. In 
terms of trade, Taiwan is Malaysia's fourth largest partner 
after J apan, Singapore, and the United States. In 1997 
two-way trade amounted to U.S. $7.3 billion. In March 1998 
Vice President Lien Chan made a private visit to Malaysia, 
a month later hewas followed by Premier Vincent Si ew who 
offered to facilitate guarantees by Taiwan's private banks 
for bonds issued by Southeast Asian governments in 
response to the financial crisis. At this time Malaysia 
offered to serve as host for China-Taiwan talks on 
reunification. At the Asia-Pacific Economic Cooperation 
(APEC) Summit held in Kuala Lumpur in November, 
Taiwan offered to invest U.S. $930 million in ASEAN 
countries. In November 2000, Taiwan and Malaysia held 
the 13th annual ministerial -level economic conference. 30 

Chinese Defense Modernization and the South 
China Sea. 

Chinese naval modernization has raised regional 
concerns and may have contributed to regional force 
modernization efforts. 31 According to Derek da Cunha, 

Southeast Asian observers [are] alarmed at the prospect of a 
more visible presence by the Chinese navy in the South China 
Sea . . . Individually, none of the ASEAN states has the 
military capability that could successfully oppose a 
determined Chinese advance into the South China Sea and 
they are uni i kely to have such a capabi I ity i n the foreseeable 
future. Consequently, there is a real but silent fear in 
Southeast Asia attached to the directions in the PLA's 
[People's Liberation Army-ed.] modernization programs and 
its operational doctrine . 32 

The P LA "is inflexible toward territorial disputes in the 
South China Sea, and by extension, it is suspicious of 
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ASEAN's attitudes toward Taiwan." 33 But the "China 
threat” has not been the main driver of Southeast Asian 
force modernization efforts. 34 

According to J ianxiangBi, 

(c)dlective security arrangements remain elusive in East and 
Southeast Asia, despitethethreat that Chi nesejoint operations 
pose to security and prosperity. Regional powers have agreed to 
disagree on forms of security arrangements and priorities to be 
adopted . 35 

ASEAN is not a military alliance or a collective security 
agreement. ASEAN members cooperate in such areas as: 
intelligence sharing, counter-insurgency, piracy, drug 
trafficking, smuggling, and illegal migration. They hold a 
number of bilateral military exercises. But ASEAN is not a 
unified bloc. China has military ties with Burma. Since the 
early 1990s there have been persistent reports of increased 
Chinese military contacts with Burma. In 1992 it was 
reported that China had supplied U.S.$1.5 billion in 
military arms and equipment to Yangon (Rangoon) 
including fighter aircraft, patrol boats, artillery, tanks, 
anti-aircraft guns, missiles, and other weapons. China is 
reportedly involved in constructing a base for the Burmese 
navy on Hianggyik Island and a radar station on Coco 
island. Analysts speculate that the Chinese People's 
Liberation Army has established signals intelligence 
facilities at both places. There is also speculation about 
whether the P LA Navy will deploy from bases in Burma into 
the I ndian Ocean and Andaman Sea. I n contrast, Singapore 
sends its soldiers to Taiwan for training exercises. 
Singapore is also a strong supporter of the U.S. military 
presence in the region and has provided access to U.S. 
warships at its Changi naval base. The United States has 
alliance relations with Thailand and the Philippines. The 
United States and the Philippines have negotiated a 
Visiting F orces Agreement and conducted small -scale joint 
exercises. 
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In February 1995 Philippines reconnaissance aircraft 
discovered that China had occupied and built what 
appeared to be quasi-mi I i tary structures on M i schi ef Reef i n 
the South China Sea. This marked the first occasion that 
China had confronted a member of ASEAN so openly in this 
area. Previous Chinese incursions into the South China 
Sea— J anuary 1974, March 1988, and 1992— were directed 
at Vietnam. 3 ' Chinese actions provoked ASEAN members 
to adopt a unified stance at Si no-ASEAN discussions at the 
senior official level held in Hangzhou in March 1995. This 
unprecedented action prompted a more conciliatory 
Chinese response at the August 1995 meeting of the ARF in 
Brunei. There, China indicated for first time that it would 
base its claims on international law including the U.N. 
Convention on the Law of the Sea. 

FI owing from the Mischief Reef incident, China and the 
Philippines negotiated a code of conduct. But the 
Philippines turned down Chinese offers of joint oil and gas 
exploration. In April 1997, at Sino-ASEAN senior officials 
discussions held in Huangshan, the Spratly islands were 
pi aced on the agenda for thefi rst ti me. Prior tothi s meeti ng 
China had refused to discuss South China Sea issues in a 
multilateral setting. In J uly, shortly after this meeting, 
Filipino naval ships destroyed Chinese territorial markers 
in the Spratlys. This prompted a Chinese diplomatic 
protest. At the end of the year, at the informal summit 
between ASEAN and China, South Korea, and J apan, a 
joint statement was adopted that declared both sides would 
resolve differences and disputes "through peaceful means 
without resorting to the threat or use of force" and would 
exercise self-restraint in the South China Sea. This 
agreement, however, has not stopped a growing number of 
minor incidents from occurring, including Philippine ships 
r a mmi n g C h i n ese f i sh i n g vessel s a n d t h e sh oot i n g to d eat h 
of a civilian Chinese boat captain. Chinese actions since 
early 1995 have led exasperated Philippine officials to 
accuse China of a "talk and take” strategy. 38 Talks on a 
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South China Sea code of conduct remain stalled as of 
September 2001. 

According to a Singapore analyst, "part of the current 
Southeast Asian defense modernization and expansion 
programs is a consequence of contingency planning related 
to the Spratlys." 39 Another observer has asserted, 

(t)hePLA is worried about potential reactions of ASEAN toany 
Chinese joint operations. Territorial disputes in the South 
China Sea have intensified regional tensions. China may not 
seek to take over any cou ntry by attack, su bversi on, or economi c 
domination, but territorial disputes and a gradually 
modernised PLA do threaten stability . 40 

ASEAN states have therefore acquired advanced air and 
naval weapons and sought informal or formal security 
partnerships, and according to Bi, "(t)his weaponry and 
these security measures are implicitly, if not explicitly, 
targeted against China." 41 

Aft er t h e d i scover y of C h i n ese con st r u ct i on a ct i vi t i es on 
M i schi ef Reef, for exampl e, the P h i I i ppi nes revi ved its pi ans 
for force modernization that included procurement of 
aircraft and ships to defend its territorial claims. Concern 
about C h i nese assert i ven ess may have moti vated I ndonesi a 
to negotiate an Agreement on Maintaining Security with 
Australia in 1995. The agreement bound its signatories to 
consult in the event of an "adverse challenge to security." 
Indonesian Foreign Minister Ali Alatas is on the record as 
stating that tensions in the South China Sea or conflict 
between China and Taiwan were examples of "adverse 
challenges" that could trigger the consultation process. 42 
Finally, Malaysia has moved to acquire diesel electric 
submarines. 43 

Southeast Asia's states have not adopted a unified pol icy 
or strategy to deal withtheriseofChinaasa regional power. 
They have shaped their responses on a bilateral basis and in 
a few instances collective action, such as the 1992 Manila 
Declaration on the South China Sea. ASEAN states 
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generally have refrained from statements which would 
make the "China threat" a self fulfilling prophecy. During 
the March 1996 crisis in the Taiwan Strait, for example, 
ASEAN states were generally muted in their response to 
China's missile launches. All ASEAN states adhere to the 
"one China policy" and view China-Taiwan tensions as an 
internal affair. ASEAN members "wish to avoid any 
provocations, confrontations, or even formal multilateral 
discussions that China could perceive as part of a policy of 
'containment'." 44 

I n theface of China's military muscle flexing, Southeast 
Asia favors accommodation with China not confrontation. 
ASEAN strategy, such as it exists, is to encourage Chinese 
participation in multilateral organizations, such as the 
ARF. ASEAN defense cooperation is mainly confined to 
bilateral defense ties. These have been likened toa "spider's 
web." Quite simply, the lack of shared threat perceptions 
has kept ASEAN members from developing multilateral 
military ties. 45 According to J ianxiang Bi, 

ASEAN members discuss only regional security issues; it is 
unlikely that they would be involved in Beijing-Taiwan 
conflicts. They might accept a powerful and unified China, 
even if they feared it. On humanitarian grounds, however, 
they may show moral support of the Taiwanese people, and 
this could deeply embarrass China in the international 
community . . . ASEAN deliberately avoids any direct 
confrontation with China, and lack of political will and 
military capability will minimise any chance that it would be 
involved in cross-Strait conflicts . . . Without a firm 
commitment by ASEAN, J apan, and the United States to 
deter or oppose it, regional reactions to an intervention by the 
PLA could be limited to short-term economic sanctions and 
political condemnation . 46 

Analysts are not agreed, however, whether and at what 
point Chinese assertiveness will lead to a united ASEAN 
response. Accordi ng to one writer, 

(t)he PLA's emphasis on improving its capabilities to win 
regional wars by employing high-technology will only 
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exacer bateASE AN 's worries of a 'China threat' especially in the 
context of China's territorial disputes with ASEAN states and 
its rapidly-increasing energy needs . 47 

Derek da Cunha argues that ASEAN will go even 
further, 

A suddenly assertive China . . . could well providea coalescence 
in threat perceptions by the ASEAN states, resulting in the 
shelving of bilateral disputes so as to deal with the larger 
security issue that affects the whole of Southeast Asia and 
indeed the wider Asia-Pacific. Thus, China, contingent on its 
future regional behavior, could well provide the spark for a 
significant strategic rationale to ASEAN, and a unified 
strategic policy for the grouping . 48 

Da Cunha speculates that a Standing ASEAN Naval 
Force might be created to prevent Chinese interdiction of 
sea lines of communications. In short, Chinese military 
assertiveness that leads to interference or conflict with an 
ASEAN member state's sovereignty could result in the 
abandonment of Southeast Asian deference towards China 
and the adoption of a unified stance. 49 

Australia. 

China and Australia normalized relations in 1972. This 
signaled a major change in Australian perceptions from fear 
of China (1949-early 1970s) to a strategic assessment in 
which China was no longer viewed as a direct threat. 
Australia's strategic policy in the 1980s was predicated on 
the assumption that China would emerge as a major 
economic power in the region. According to Stuart Harris, 
the former permanent head of the Department of Foreign 
Affairs, 

(t ) h e f i ve sped f i c obj ect i ves of A u st r a I i a 's pol i cy towa r ds C h i n a 
were: to shift Australia's approach from fear of China to one of 
friendly relations; to deal with China on its own merits and not 
just as part of the East-West confrontation; to see China as an 
opportunity rather than as a threat; to recognize China as a 
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potential great power; and to encourage China to participate 
as an equal and co-operative member of the international 
society . 50 


Australia encouraged China's emphasis on domestic 
economic development. Throughout the 1980s Australia's 
strategic policy was based on the liberal premise that 
China's external policy would be more cooperative as it 
developed economic linkages with the economies of the 
Asia-Pacific. Chinese economic growth was viewed as 
mutually beneficial. Moreover, Chinese domestic stability 
was seen as being dependent on continued growth. But 
sustained high levels of economic growth posed the dilemma 
t h at more r esou r ces wou I d be a va i I a bl e f or C h i n ese mi I i ta r y 
expenditures. 

Bilateral relations took a nose-dive in 1989 due to 
Australia's adverse reaction to the Tiananmen massacre. 
China reportedly considered the feasibility of punishing 
Australia for its highly critical reaction by retaliating 
economi cal I y, but dropped the i dea due to the negati ve costs 
that China would incur. 51 A major study of Australia's 
rel at i ons wi th C h i na i n the per i od from 1991-95 descr i bed i t 
as the "most difficult and challenging" period because of 
China's rapid rise as a regional power in both economic and 
military terms. 52 Australian concerns about China's 
military potential increased measurably in 1993 and 
1994. 53 1 n 1995-96 Canberra held three principal concerns: 
Chinese assertiveness in the South China Sea, Chinese 
nuclear testing, and military exercises directed against 
Taiwan. The December 1995 Agreement on Maintaining 
Security with Indonesia "constituted an important change 
in Canberra's foreign policy" and largely signaled 
Australia's "concerns about China's emergence as a major 
regional power." 54 These concerns directly contributed not 
only to Prime Minister Paul Keating's pursuit of a security 
agreement with Indonesia but collaboration with Vietnam 
to keep these two countries from being pulled into China's 
orbit. 55 
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Australia also pressed military engagement with 
Southeast Asian states so much sothat in themid-1990s— it 
could be argued— Australia conducted more military 
exercises with ASEAN defense forces than the United 
States. 56 Finally, under the Coalition Government elected 
in March 1996, Australia changed its orientation from 
defense of Australia to developing capabilities to project 
power beyond Southeast Asia. In 1997 Australia even 
considered acquiring a cruise missile strike capability. 

Australia's first foreign affairs White Paper, issued in 
1997, drew attention to changing power relativities due to 
economic growth trends: "(t)en years ago only one East 
Asian economy (J apan) was larger than Australia. By 1995 
this number, measured in $US GDP terms, had risen to 
three (J apan, China and the Republic of Korea)." 57 The 
White Paper further argued, "China's economic growth, 
with attendant confidence and enhanced influence, will be 
the most important strategic development of the next 15 
years. China is expected to be among the world's three or 
four largest economies within the next 15 years. 58 

Five issues have served to fuel tensions between Beijing 
and Canberra: nuclear testing, 59 human rights, Tibet, 
illegal migrants, and the South China Sea. According to 
Harris, "(t)he most sustained source of tension has been 
over theTaiwan relationship. Both China and Taiwan are 
major markets for Australia . . . ."^According to the White 
Paper, 

(r)egional security could also be disrupted if one of the many 
territorial disputes in the region were to flare up; if there were 
conflict across theTaiwan Straits; if there wereserious internal 
instability in China or I ndonesia; if countries of the region were 
to reverse thei r support for U S strategic engagement or if that 
engagement were to come under threat because of domestic 
pressures in the United States . 61 

Colin Mackerras has argued that the growing bilateral 
economic relations are not only the core of the relationship 
but the pri mary reason why it was cordial at the end of the 
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twentieth century. By 1995, Australia had become China's 
tenth largest trading partner, while China had become 
Australia's sixth largest partner. In 1995 it was expected 
that after the reversion of Hong Kong to mainland control, 
the combined China market would be Australia's second 
largest. 62 


Year 

Total Exports 

Total Imports 

Balance in China's Favor 

1994-95 

2 963 666 

3 648 776 

685 109 

1995-96 

3 781 020 

5 009 693 

228 673 

1996-97 

3 584 393 

4 203 342 

618 949 

1997-98 

3 871 826 

5 303 281 

1 431 455 

1998-99 

3 947 314 

6 106 343 

2 159 029 


Source: See endnote 63. 

Table 3. Austral ia-C hi na Commodity Trade, 
1994-1999 (all figures in Australian dollars). 

Bilateral trade is the most important aspect of economic 
relations (see Table 3 above). 63 Accordi ng to M acker ras, "I t 
was mainlytheeconomicfactor that drovelj ohn] Howardto 
repai r the rel ati onshi p with Chi na after the rather strai ned 
fi rst few months of his pri me mi ni stershi p." 64 1 ndeed, it was 
the provi si on of Austral i an government I oans that I ed to the 
rapid increase of Australia's exports to China in the 
mi d-1990s. 65 T wo-way trade has i ncreased every year si nee 
1994. Australia's imports from China have risen 
significantly every year as well. The trade balance is in 
China's favor, reversing previous trends in which thetrade 
balance was in Australia's favor from 1980 until 1989. 
Australia's exports to China include: iron ore, wool, copper 
ore, oi I seeds, and coal . Wool sal es are i mportant to Austral i a 
as China imports one-quarter of Australia's wool exports. 

Australian natural resources are of great importance for 
theChineseeconomy. OneChineseanalyst has written that 
Australia's natural resources and technologies were 


97 


"indispensable raw materials for China's iron and steel 
industry and textile industry [and were] needed in China's 
economic construction." 66 

Chinese strategic interest in iron ore is illustrated by 
Chinese investment in Australia that greatly exceeds 
Australian investment in China (seeTabl e 4). I n particular, 
China has invested in the Mt. Channar I ron Ore Mine in 
Western Australia. Australia is presently promoting the 
sale of liquefied natural gas. 


Year 


Chinese 
I nvestment 
in Australia 


Australian 
I nvestment 
in China 


Balance in 
Australia's 
Favor 


1995-96 


1,397 


551 


846 


1996-97 


1,221 


237 


1997-98 


2,345 


1,241 


1,104 


Source: Australian Bureau of Statistics. The Statistical Bureau of 
China reported that Austral i a's "actual ly used foreign di rect and other" 
investment figures in China were as follows: U.S. $194 million (1996); 
U.S. $314 million (1998) and U.S. $278 million (1998). 


Table 4. China-Australian Investment, 1995-1998 
(all figures in thousand Australian dollars). 


In the early 1990s Australian investment in China 
increased six times in a 3-year period 1993-95. By 1995, 
total Australian investment funds in China reached 
U.S. $3.52 billion (only U.S. $780 was committed). In terms 
of the number of investment projects, Australian ranked 
ninth. Also, China and Australia have profited from the 
growth of tourism that has been facilitated by the growth of 
air linkages between the two countries. Chinese tourist 
numbers have risen from 54,000 i n 1996 to 76,500 in 1998. 
Australian tourist numbers increased from 132,700 to 
186,400 over the same period. 

Australia's reservations and concerns about the rise of 
China as a regional power in the 1990s did not hinder the 
development of bilateral relations. In M arch-April 1997, for 
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©cample, Prime M inister J ohn Howard visited China with 
top priority assigned to developing economic cooperation. 
He stressed the complementarity of the two economies. I n 
February 1998, China's Defense Minister Chi Haotian, 
visited Australia for thefirst time as part of the process of 
developing a regional defense dialogue. In May, three 
Chinese warships visited Sydney in the minister's wake. 
Australia's Defense Minister, J ohn Moore, paid a reciprocal 
visittoChina in May 1999. Finally, PresidentJ iang Zemin 
visited Australia in September 1999. 

Officially, Australia adheres to the one-China policy. 
Nonetheless, there is strong domestic support for a 
democratic Taiwan, particularly from among the local 
Chinese community. According to Harris, it is far from 
certain what Australia would do if Taiwan declared 
i ndependence, and confl ict brokeout with Chi na. "Whi I ethe 
issue would bedivisive domestically,” hewrote, "the strong 
likelihood is that Australia would do little beyond making 
what it considered the right declaratory noise." 67 Chinese 
actions in the South China Sea represent another major 
issue that could affect bilateral relations. On this issue 
Australian policy will be heavily influenced by its relations 
with ASEAN. 

Conflict Scenarios. 

Chi na's mi I itary doctri neof "I ocal wars" posits that these 
confl ids will be brief and of high intensity and will be fought 
on Chineseterritory; territory which isclaimed by China; or 
areas close to Chinese territory such as Taiwan, the South 
Chi na Sea, and the Di aoyu/Sen kaku i si ands. As noted i n the 
introduction, the central tenet of this chapter is that the 
most likely conflicts involving China are, first, a clash with 
Taiwan over national sovereignty issues 68 and, second, 
conflict between China and one or more of the claimants to 
territory in the South China Sea (primarily Vietnam and 
the Philippines). A less probable scenario involves conflict 
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between China and one of its Southeast Asian land 
neighbors— Vietnam, Laos, or Burma. 

There are five I i kel y confl i ct scenari os (see F i gure 1): (1) 
between China-Taiwan in which thellnited States does not 
intervene; (2) between China-Taiwan in which the United 
States intervenes successfully; (3) between China-Taiwan 
in which the United States intervenes unsuccessfully; (4) 
between China and one of the regional claimants in the 
South China Sea; and (5) between China and oneof its land 
border neighbors. In terms of a China-Taiwan conflict, 
Beijing has at least five major options short of invasion or 
local war: escalation of invasion exercises; information 
warfare attacks; harassment of Taiwan's commercial 
shi ppi ng; testi ng bal I i sti c mi ssi I es near T ai wan; and sei zure 
of one or more of Taiwan's offshore islands. 69 The recent 
historical record of China-Taiwan relations indicates that 
China is likely to a I tern ate coercive diplomacy with political 
inducements. 70 

This chapter does not propose to examine each scenario 
in detail because of the complexity and uncertainties 
involved. For example, each scenario branches out as 
various possible variations of the factors involved are 


Scenario 1. Conflict between China-Taiwan in which the United 
States does not intervene. 

Scenario 2. Conflict between China-Taiwan in which the United 
States intervenes successfully. 

Scenario3. Conflict between China-Taiwan in which theUnited 
States intervenes unsuccessfully. 

Scenario 4. Conflict involving China and oneof the claimants to 
territory in the South China Sea. 

Scenario 5. Conflict between China and one of its land border 
neighbors (Vietnam, Laos or Myanmar). 


Figure 1. Five Likely Conflict Scenarios. 
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considered. Among the major factors are: the kind of 
provocation that leadstoconflict(e.g. unilateral declaration 
of i ndependence by T ai wan); whether the confl ict is brief or 
protracted; the kinds of targets struck and the extent of 
civilian casualties and damage to the infrastructure; 
whether or not nuclear weapons are used; and reactions by 
the United States and other members of the international 
community. 

For example, a unilateral declaration of independence 
by Taiwan would not be supported by the United States 
under existing policy. Taiwan could not look to Australia or 
Southeast Asia for political or other support. These 
countries would adhere to their one-China policy while 
deploring the use of force and calling for a quick end to 
armed hostilities. China would incur minimal political and 
economic costs if the conflict was of short duration. 
Protracted conflict could incur higher penalties depending 
on international reaction. Southeast Asian and Australian 
responses would be determined to a large extent by the 
reactions of the United States, J apan, and other states. 
Australia would be among the first to impose some form of 
economic sanctions on the belligerents to encourage a 
ceasefire, if agreed by the international community. The 
ASEAN position is less certain. 

The failure of the United States to intervene in other 
scenarios involving conflict between China and Taiwan 
would serve to undermine its security posture in the 
Asia-Pacific. Quite simply, American security guarantees 
would losetheir credibility. Australia would move to shore 
up its defense I inks with Southeast Asian states. Singapore, 
Malaysia, I ndonesia, Thailand, and Vietnam are likely to 
hedge their bets by increasing the scope of multilateral 
military cooperation. If China prevailed in a scenario 
one-type confl ict, Southeast Asian states most likely would 
continue their pattern of deference and accommodation 
towards Beijing. If a stalemate developed, ASEAN trade 
and investment would likely decline in both China and 
Taiwan until a cease-fire was obtained. But under 
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conditions of stalemate ASEAN states arenot likelytoalter 
their one-China policy, however. 

China could incur varying costs depending on how each 
conflict scenario unfolds. At one extreme, conflict could 
result in political and economic sanctions and the 
coalescence of an anti-China military grouping of regional 
states under U.S. leadership. Such costs could be incurred 
by an unprovoked Chinese attack and unsuccessful 
invasion of Taiwan— with or without U.S. intervention 
(scenarios one and three). In brief, if Taiwan is able to 
successfully defend itself against an invasion launched by 
the mainland it would put paid to the one-China policy. If 
Taiwan sustained large numbers of civilian casualties and 
damage to its infrastructure this could lead to international 
sympathy. Domestic pressures in America, for example, 
could lead the United States to extend diplomatic 
recognition to Taiwan as a sovereign state. Undoubtedly 
thiswould lead toa break in China-U.S. relations. Inthese 
circumstances pressure would mount on U.S. allies, J apan, 
South Korea, and Australia , 71 to follow America's lead. This 
in turn might prompt some members of ASEAN to follow 
suit and recognizethe realities of two Chinas. 

According to one analyst, the South China Sea would be 
an ideal arena for "local war” when China improves its 
logistics and mid-air refueling capabilities . 72 These 
capabilities will allow China to seize and hold features in 
the Spratly Islands. At present Chinese forces can only 
attack and destroy targets i n thi s area. ThePLA'sAir F orce 
medium range bombers equipped with air-launched cruise 
missiles "would posea problem for those ASEAN airforces 
without airborne early-warning and control aircraft and/or 
air defense systems capable of dealing with supersonic 
cruise missiles ." 73 Even without resort to conflict, any 
increased presence of PLA naval ships in the South China 
Sea would exert a psychological effect on regional states. I n 
the event of major conflict between China and one of the 
claimant states to territory in the South China Sea 
(scenario four), China could incur the additional cost of 
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political and economic sanctions by ASEAN states . 74 
China's extensive political ties, embodied in long-term 
cooperation agreements, could be undone quickly. The 
ASEAN Plus Three consultative arrangements also would 
become moribund. Australia could be expected to back 
Southeast Asian states in cases where conflict has been 
initiated by China. 

Short of an attempted i nvasi on of Taiwan, China's resort 
toforcein all five scenarios above would reinforce anxieties 
about Chinese military power already held by several 
Southeast Asian states. This grouping could conceivably 
coalesce into a de facto military grouping aligned to 
Australia and the United States. Derek da Cunha argues 
that oneresult could betheformation of a Standing ASEAN 
Naval Force to participate in safe-guarding of sea lines of 
communication (SLOCs). 

Finally, it should be noted that conflict between China 
and Taiwan under any of the first three scenarios would 
result in a momentary fall of foreign investment and a 
disruption of trade from Southeast Asia and Australia. 
H owever, the major costs are I i kely to be borne not by Chi na 
but by regional states. As noted above, "(i)f either one 
[China or Taiwan] is damaged, Singapore [read Southeast 
Asia-ed.] will suffer a loss; if both aredamaged, its loss will 
be doubled ." 75 In other words, in a conflict situation the 
ASEAN states would be affected by the disruption of or loss 
of trade and investment from Taiwan and China. 
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CHAPTER 7 


TAIWAN AND THE CHINESE MILITARY 1 


Ellis J offe 

No issue is more volatile in East Asia today than the 
triangular relationship between China, Taiwan, and the 
United States. Although war is neither imminent nor 
inevitable, given the desire of all three sides to avoid it, it 
cannot be ruled out, unless major changes occur in the 
positions of China or Taiwan. Even without war, this 
relationshi p wi 1 1 conti nuetobetense i n thecomi ng months. 

The source of tensions lies in the irreconcilable positions 
of the three sides. China considers the reunification of 
Taiwan with themainland under the "one-China" principle 
asnon-negotiable, and hasthreatenedtouseforceifTaiwan 
declares independence, or if it balks indefinitely at talks on 
reunification. The Taiwan government has made 
significant moves toward independence, and will continue 
to resist reunification under China's sovereignty. The 
United States is committed tothe peaceful resolution of the 
issue, but has not ruled out military intervention if China 
attacks Taiwan. 

China's Military and Taiwan Policymaking. 

H ow the i ssue unfol ds i s i mpossi bl e to predi ct. Although 
Taiwan's new president, Chen Shui-bian, has vowed not to 
declare independence, he has not accepted the "one-China" 
principle, which China views as a prerequisite to 
negotiations. Si nee the freezing of the status quo, in which 
Taiwan is independent in all but name, is unacceptable to 
China in the long run, the Chinese leaders will not give up 
the threat to use military force unless taiwan accepts this 
principle, and sincethis is not likely, a peaceful resolution of 
the crisis is not in sight at present. 
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This alone is enough to bring China's military leaders to 
the center of deliberations on Taiwan as advisers and 
planners due to their expertise. However, their 
participation has obviously gone beyond that. They have 
become pivotal playersintheformulation ofChina'sTaiwan 
strategy. This is to due to their new role on the Chinese 
political scene . 2 

This role stems from the vast changes that have 
transformed C h i nese pol iti cs i n the I ast decade. D r i vi ng th i s 
transformation has been a momentous leadership 
changeover from a revolutionary generation to a 
post-revolutionary one, which is different in stature, style, 
and sentiments. These differences have recast party-army 
relations in a fresh pattern that has greatly increased the 
political capacity of the military. 

The most important difference lies in the stature of the 
paramount leader. Unlike his predecessors, Mao Zedong 
and Deng Xiaoping, J iang Zemin does not have the one 
outstanding political asset that had enabled them to 
dominatethe military: personal authority that had ensured 
the automatic support of the army chiefs in all 
circumstances. 

J iang, in contrast, cannot impose decisions on military 
leaders arbitrarily with respect to issues that are of vital 
i nterest to the armed forces. H e has to work out thei r pri or 
approval in order to ensure compliance, which, in sharp 
contrast to previous periods, is conditional. This enables 
them to influence policy outcomes as never before. 

Another difference relates to the characteristics of 
China's new military commanders. They are more 
specialized than their predecessors, more committed to 
military values, and more connected by educational and 
service ties. In short, they are more professional . 3 They are 
al so more i ncl i ned tostay out of pol iti cal i nvol vement, wh i ch 
diverts the armed forces away from professional pursuits 
and can be dangerous. 
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But this has not prevented military involvement in 
policy areas that concern their interests. Paradoxically, 
professionalism has intensified, rather than reduced, such 
involvement. This is because the enhanced sense of 
expertise and exclusiveness nurtured by professionalism 
impels the military to assume a major policymaking rolein 
areas for which they feel responsible and qualified. 

Taiwan falls most prominently into this category. It is 
where new military politics intersect with professionalism. 
Politics has brought the military to the center of Taiwan 
policymaking; professionalism provides the rationale for 
their involvement. And this combination is reinforced by a 
resurgent Chinese national ism of which the military are, in 
their own self-image, the nation's foremost guardians. 

Even so, China's military leaders have not muscled their 
way into the policy process. Si nee the Taiwan issue became 
militarized after theTaiwan crisis of the mid-1990s, it has 
become clear that major decisions might lead to war with 
Taiwan and the United States. Consequently, such 
decisions can hardly be reached by the leadership without 
military participation. In fact, their participation is 
indispensable, in view of the fact that J iang Zemin and his 
generation of colleagues have no military experience and no 
military qualifications. The question, then, is not whether 
the military are central in this process, but whether, as is 
widely reported, they dominate it with a hard linetowards 
Taiwan. 

Taiwan and Civil-Military Relations. 

This is a murky area because it cuts to the inner 
wor ki ngs of t he C h i nese I eadersh i p's pol i cymaki ng process, 
which is shrouded in secrecy. From the little that is known 
about it— and about the crisis of 1995/1996— it can be 
surmised that under J iang, the process is probably marked 
by divisions and debates but, in the end, rests on a 
consensus. PLA leaders define the parameters of China's 
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Taiwan pol icy, but do not dictate it. There a re other pi ayers, 
no less important, in the decisionmaking process. 

Foremost among them is J iang. Although his personal 
stature does not seem to have improved much during his 
years as paramount leader, J iang appears to have 
considerably bolstered his political position. This he has 
done by utilizing his institutional prerogatives— especially 
the powers of appointment and dismissal— and political 
exposure— especially well -publicized tours in China and 
abroad. Given the ethic of compliance with hierarchical 
authority imbedded both in China's political cultureand in 
thetraditi on of the People's Liberation Army (PLA),therise 
inj iang's national standing has doubtless strengthened his 
hand in relation to the military leaders. Whilehe still needs 
their consent behind major decisions, he can presumably 
get it if he does not defect peremptorily from the accepted 
consensus. 

The military also have to contend with other leaders. 
Under Mao and Deng the policymaking process had been 
much more personal than formal, involved a small handful 
of personalities, and relied largely on long-standing 
personal contacts and informal consultations. Under J iang, 
it i s more diffuse, draws i n a greater nu mber of parti ci pants, 
and is more procedural and impersonal. 

The mi I itary might also be at a disadvantage i n the more 
institutionally-oriented policy milieu, because after the 
1997 15th Party congress, they have no representative in 
the Standing Committee of the Politburo, the Party's 
supreme body. The leadership's decision not to appoint a 
representative to that body was in line with thedistancing 
of the military from politics and from involvement in the 
routine running of thecountry, and should not be overstated 
as a limitation on their power. This is because the two top 
military chiefs sit on the Politburo, and, especially, because 
J iang Zemin, as chairman of the Military Affairs 
Commission, hears the views of the most senior 
commanders and undoubtedly transmits them to the 
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Standing Committee in his capacity as its chairman. Still, 
this is not the same as having a military presence in this 
Committee. 

The result is that, unless there is a military crisis that 
calls for military solutions, army commanders presumably 
do not carry more weight than other leaders when it comes 
to the broader implications of policy decisions. These 
leaders have no less a stake in the decisions, and, in the 
more open process, surely do not leave the playing field to 
the military. 

I n any case, whatever the balance of forces, there are no 
indications of serious conflict between civil and military 
leaders over theprinci pi esofTaiwan policy. This is because 
conflict has been averted by a convergence of views. Such 
convergence derives from several sources. 

The first and most important is an emotional 
nationalism that posits reunification with Taiwan as the 
elemental embodiment of China's sovereignty, national 
honor, and prestige, and views its achievement as a 
non-negotiable condition for the restoration of China's 
rightful place in the international arena. While these 
sentiments are probably strongest in the military, in the 
light of their self-image and corporate in-breeding, they are 
expressed by all leading political figures. 

Whether or not such expressions are genuine is 
irrelevant. What is relevant is that the entire Chinese 
leadership has committed itself publicly to reunification, 
and no I eader, most notablyj i ang Zemi n, can afford to stray 
from this consensus. Mao or Deng could redefine the limits 
of consensus, J iang cannot. They could postpone or sidestep 
the Taiwan issue, but for J iang and his col leagues to waver 
on Taiwan could be politically lethal. 

This is where the mi I itary defi ne the issue. They are not 
driving the civilians into uncompromising nationalistic 
positions, because there is no need for that. But they are 
holding the line of national consensus against any signs of 
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backsliding. At any rate, in the current circumstances, 
backsliding is not realistic, not only because of J iang's 
political calculations, but also because he has linked his 
historical legacy and the legitimacy of his leadership to the 
elimination of this painful reminder that, until Taiwan is 
reunified with China, their great victory in China's civil war 
will remain incomplete. 

There is also a potent practical side to the military's 
commitment to reunification. Since the mid-1990s it has 
provided the underpinning for the increased purchase of 
modern weapons, and they will not give it up lightly. 

Under Deng the PLA was starved of funds on the 
grounds that economic development took priority over 
weapons upgrading. This had been a prime reason for 
military involvement in money-making economic activities 
that damaged their professionalism. At the start of the 
1990s, a combination of factors had brought about an 
i ncrease i n the mi I i tary budget: the economi c surge, J i ang's 
desi retofi nd favor with the generals, and the lessons of the 
Gulf War. 

However, the military still had to contend with 
arguments from civilians that economic progress came 
before military modernization, and the acquisition of new 
weapons progressed slowly. This process was accelerated 
only after the Taiwan crisis of 1995/1996, when the 
appearance of two American carrier groups near Taiwan 
moved the Chinese to defuse it. 4 From this crisis, the 
Chinese leadership drew several conclusions. 

The first was that Taiwan's leaders were determined to 
proceed towards independence, an unacceptable trend that 
they would most likely have to terminate by the eventual 
use of force. Second, for this purpose, they would have to 
acquire an adequate combat capability, the attainment of 
which was speeded up. Third, resort to force meant that the 
Chinese would have to deter American military interven- 
tion or, more likely, confront it. Finally, preparations for the 
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military resolution of theTaiwan issue would become the 
main mission of the PLA and the focus of its development. 

The Chinese leadership's unity on Taiwan strategy has 
probably not precluded differences over tactics. Surface 
manifestations of such differences have been clear before 
the election of Chen Shui-bian in Taiwan and after the 
election. Statements from military leaders and their press 
have been much more extreme in tone and menacing in 
content than those emanating from party papers and 
leaders. 

Still, it is difficult to determine whether these 
differences constitute a division of views or a division of 
labor. Given the basic consensus, it is more likely that the 
mi I i tary have been assi gned, or assumed, the "bad cop" rol e, 
threatening Taiwan with destruction, especially sincethey 
command the weapons to carry out such threats. In 
contrast, the civilians play the role of the "good cop," taking 
a softer stance in an effort to convince Taiwan leaders and 
peopl e that i t i s i n thei r i nterest to back away from pol i ci es 
that will bring down upon them the fate promised by the 
military. 

It is also possible that divisions are real. However, it is 
difficult to see the purpose of the tough talk from the 
mi I itary, other than to i nti mi date theT ai wanese. I f the ai m 
is to pressure the civilian leaders, the question is, to what 
end? Given the unpreparedness of the armed forces for 
major action at this time, it is not likely that this is their 
immediate preference— uni ess Taiwan declares 
independence, in which case it would not be necessary to 
push their civilian counterparts. 

I f the bel I i cose statements from the mi I itary were made 
on their own initiative, this would point to their new 
autonomy under J iang rather than to pol i cy confl i cts, since 
the common purpose is to bend the Taiwanese to China's 
will. Another possibility is that the bluster stems from 
bureaucratic rather than strategic objectives— to sustain a 
crisis atmosphere in order to support military demands for 
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new weapons. I n any case, whatever differences there are 
appear to betacti cal— how best tocoerceTai wan with words 
rather than force— and not over the principle of 
reunification. 

There are probably differences within the military as 
well. These are likely to be primarily between two groups, 
which presumably parallel similar divisions among the 
ci vi I i ans . 5 On the one hand, hard-l i ne offi cers who support a 
threatening verbal stance towards Taiwan, perhaps 
accompanied by shows of force, and even limited punitive 
action. And, on the other hand, officers who assume that 
China will ultimately have to resort to force, but favor 
postponing military action until the armed forces are better 
prepared. A third, more low-keyed, view among civilians 
believes that high-handed attempts to pressure Taiwan 
have been cou nter produ ct i ve. T h i s vi ew presu ma bl y h as no 
substantial support in the military. 

In any case, whatever views may be prevalent in the 
military, only the top commanders communicate with the 
civilians. Lower-ranking officers and analysts in military 
research organs do not deal in a free-wheeling fash ion with 
civilian leaders. They transmit their opinions upwards 
through proper channels. Despite what is frequently 
reported, the leadership is not subject to pressures from all 
levels of the military. The Chinese army is a disciplined 
hierarchical organization, which is represented only by its 
most senior commanders. Although these commanders 
might present different assessments and recommendations 
in inner councils, there are no public signs of serious 
differences on how they view T aiwan. 

The Chinese Military Views Taiwan. 

The military's views on how to deal with the Taiwan 
problem are no less murky than civil-military relations, but 
not for lack of information. These views have been 
disseminated in military statements and publications, in 
articles inspired or planted in the Hong Kong press, and in 
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conversations with foreigners. The difficulty is that the 
publ id zed views do not tel I the whole story, or even the true 
story. What China's military really think or propose to do 
remains an enigma. Nonetheless, it is important to look at 
what they say for public consumption, and then to assess 
their options. 

Their public pronouncements are tough, 
straightforward, and confident. They have several obvious 
purposes. One is to put the military in the front rank of 
leaders who speak out on Taiwan. Another is to threaten 
and coerce the Taiwanese. A third is to deter the United 
States from military intervention. An additional one is to 
mislead both Taiwan and the United States about China's 
plans and capabilities. A fifth one is to boost the morale of 
the troops. These pronouncements highlight several 
themes. 

The first is a thunderous threat that no compromise on 
reunification is possible. Statements in this vein appeared 
in a rising stream on the eve of the March election in 
Taiwan, and continued after it. They were marked by 
virulent language, and their message was simple: a 
declaration of independence by Taiwan meant war, and the 
PLA is poised to prevent the separation of Taiwan from the 
mainland by force . 6 

Elaborating on thistheme, a Hong Kong paper quoted a 
Chinese military expert as saying that if Taiwan's new 
leaders did not accept the "one-China" principle, China 
would not hesitate to smash Taiwan and then rebuild it to 
safeguard its national sovereignty . 7 To underline this, 
another Hong Kong paper revealed that after the election 
the Central Military Commission had ordered the 
redeployment of navy, air force, and missile units to areas 
facing Taiwan and had given them priority in the 
acquisition of new high-tech weapons . 8 

Justification for the military's commitment to 
reunification was provided by a Hong Kong journal, which 
published a document that had purportedly been issued by 
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the Central Military Commission, China's top military 
body . 9 Although the authenticity of the document is in 
doubt, it reflects views that the Chinese military 
presumably want to propagate for public relations 
purposes, which suggests their involvement, if not 
complicity, in its publication. 

The document portrays reunification as a historical 
mission that transcends political divisions and represents 
the will of all Chinese, including those in Taiwan. The 
Taiwan problem, it says, is a legacy of the civil war and is 
China's internal affair. Its resolution is essential to erasing 
the humiliation of colonialism and ensuring China's 
national dignity, because its enemies use Taiwan to block 
China's rise on the global scene. 

A second theme sounds a note of pessimism about a 
peaceful settlement. It was most explicitly expressed by 
Chinese officers in private conversations with foreign 
observers . 10 They were skeptical about the possibility of a 
solution after the election, and said that the PLA was 
preoccupied with the acceleration of preparations for 
military action, for which it had received special funds.They 
believed that the United States opposed reunification for 
thestrategicobjectiveof keepingChina mi red intheTaiwan 
problem. There is, of course, no way of knowing how 
widespread such views are, and whether they are genuine 
or merely meant to send a message. 

A third theme underscores China's military superiority 
over Taiwan. Speak i ng at a conference i n the U nited States, 
a senior Chinese military analyst noted that despite 
Taiwan's purchase of modern weapons in recent years, its 
armed forces suffer from serious deficiencies. One is the 
absence of integrated weapons systems. Another is the 
i nabi I ity of its mi I itary i ndustry to support a protracted war 
of attrition. A third is Taiwan's geography, which does not 
provide adequate space for maneuvering. A fourth is the 
concentration of its strategic and tactical targets, which 
i ncreases thei r vul nerabi I ity to attack. 
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In contrast, he said, the PLA is better prepared 
psychologically and enjoys more popular support. It has 
combat experience and higher morale. The initiative and 
timing for action lies in its hands, once Taiwan declares 
independence. Moreover, once the Chinese government 
orders military action, the PLA will not desist from its 
objective: it will launch as many attacks as needed to take 
the island . 11 

That it hasthe wherewithal todothis was emphasized i n 
an article published in a Beijing journal by two military 
analysts. The PLA, they said, has accel erated its transition 
from a manpower-intensive into a science-and-technology- 
intensive force, which emphasized quality rather than 
quantity. Listing a wide range of i mprovements that have 
occurred in all branches of the armed forces, the writers 
hi ghl i ghted the PLA's abi I i ty to i ntegrate weapons systems 
and to carry out combined-forces operations. 

Taiwan's weaknesses were also pointed out in the 
document ascribed to the Central Military Commission. 
Taiwan's defense system and planning, it said, are not 
suited to wi thstandi ng a I arge-scal e and extended i nvasi on . 
Although the quality of its equipment is not bad, its 
quantity is limited. After a massive first strike, Taiwan's 
forces will not be able to put up effective resistance. The 
PLA will, therefore, be able to take control of Taiwan before 
U.S. intervention, and then concentrate its forces on 
fighting the United States. 

Regarding this possibility, the document concedes that 
from a technological standpoint, the armed forces of the 
United States have no match in the world. However, this 
applies to the entire American military organization. I n the 
event of war, only one-third of its forces can be deployed 
rapidly overseas. 

Furthermore, the United States does not have the 
ad vantage over Chi na that it does over smal I powers such as 
I raq and Yugoslavia, because the Chinese will fight close to 
home, whereas U.S. forces will be exhausted by a far-off 
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expedition. If the war will consist of missile strikes, 
moreover, t he C h i nese enj oy an advantage i n the n u mber of 
short and medium range missiles. 

An additional advantage stems from the lessons that the 
Chinese had gained from fighting American forces in 
Vietnam, where they had been mainly responsi bl e for air 
defenses and had gained considerable experience. Since 
then , to be sure, there have been many changes, of wh i ch the 
most telling have been in personnel qualifications and 
equipment of the Chinese. This means that the United 
States will not be abletogain theair dominance that it had 
over Iraq and Yugoslavia. 

In a missile exchange, the document claims, the 
strategic superiority of the United States will be nullified by 
the fact that both China's offensive and defensive 
operations will be launched from its own territory. Oncethe 
United States launches an attack, its front-line forces and 
bases will be vulnerable to Chinese missile strikes, which 
will confront them with difficulties in weaponsand logistics. 

The first aim of the Chinese is deterrence. According to 
the document, at an appropriate time the Chinese will 
disclose to the United States information on China's 
strategi c weapons sothat the Ameri cans wi 1 1 beawareof the 
price they would have to pay for intervention. 


A Chinese military publication was more blunt. The 
United States, it said, will not sacrifice 200 million 
Ameri cans for 20 mi 1 1 i on T ai wanese. They wi 1 1 acknowl edge 
this and withdraw. 13 Another military journal, quoted in a 
Hong Kong paper, said that China had made preparations 
to fight a nuclear war with the United States. 14 


This possibility was downplayed by the supposed 
document oftheCentral Military Commission. It is against 
U .S. i nterests, it said, tofight a nuclear war for T ai wan, and 
even American anti-China politicians will have to respect 
public opinion. China is willing to sustain major losses to 
defend even one square inch of land, whereas anti-war 
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sent i ment inthellnitedStateswill oppose I a rge n u mbers of 
casualties. 

Uni ike Iraq and Yugoslavia, China has nuclear weapons 
t h at a r e pa rt of i ts st r at egi c post ure.ThePLA,the docu ment 
asserted, would gain complete control of Taiwan beforethe 
full deployment of U.S. troops, leaving retaliation as the 
only option for the United States. It would then have to try 
and bomb China into submission, as it did Iraq and 
Yugoslavia. This is wishful thinking. 

The reason was explained in the article by the two 
Chinese military writers. Despite changes in theconditions 
of warfare, they said, "people's war" is not obsolete as 
demonstrated by the war over Kosovo. This was becausethe 
Yugoslavs had relied on the people in helping the armed 
forces in a variety of ways— such as camouflage, armaments 
production, and catching spies— to aid the armed forces. In 
the view of the writers, the will oftheYugoslavpeopleon the 
one hand, and wavering popular support in the NATO 
countries on the other, were decisive factors in ending the 
bombing . 15 

I n many publ i cati ons the C hi nese have also stressed the 
option of asymmetrical warfare— electronic and 
information— in which they will target the "nerve centers" 
of a technological I y-superi or United States . 16 

Given the high level of hyperbole in these statements, 
there is little doubt that their purpose is to exert political 
and psychological pressure rather than to signal impending 
military action. The Chinese clearly prefer to prevent the 
break away ofTaiwan without use of force. If however, they 
feel compelled to take military action, their options will be 
determined by their aims. 

China's Aims and Military Options. 

No aspect of the Taiwan problem has riveted more 
attention, nor generated more divisions among observers, 
than war scenarios in theTaiwan Straits. And no aspect is 
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more difficult to assess. China's intentions and operational 
plans are a closely-guarded secret, and its possible actions 
can only be inferred from indirect indications and 
conjecture. 

Conjecture has to be focused. There is little point in 
running through all possible scenarios, or assessing the 
overall capabilities of China's armed forces in relation to 
Taiwan and the United States, without posing a critical 
question beforehand: what would be China's objectives in 
attacki ng Taiwan? Si ncethe P LA's plans are geared toward 
these objectives, speculation on China's possible options 
should first consider what these might be. 

The starting point is the assumption that China will 
attack Taiwan only in the most extreme circumstances— 
fi rst, if T ai wan's I eaders formal I y decl are i ndependence and 
separate Taiwan irrevocably from China. Given the 
fundamental factors that drive China's leaders— 
nationalism, the linkage between Taiwan and legitimacy, 
the state of elite political relations, and the stand of the 
military— they will not be able to tolerate such an affrontto 
China's national honor and such an infringement on its 
sovereignty. 

They will also not be able to tolerate an indefinite 
rejection by Taiwan of China's demands for negotiations on 
the basis of the "one-China" principle, although since the 
Bush administration has come into office, the Chinese seem 
to have put these demands on the back burner. This is 
tantamount to de facto independence, since behind the 
screen of postponement Taiwan's leaders will continue to 
consolidate their international position. 

In both cases— declaration or delay— China's ultimate 
recourse wi 1 1 beto mi I itary acti on, although i n thefi rst case 
China will be under some pressure to respond rapidly, 
whereas in the second, it will beabletoput off action until 
its armed forces are upgraded, and they are in no hurry to 
takesuch action. SinceTaiwan'snewleadersareunlikelyto 
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declare independence, the ball will conti nueto be in China's 
court. 

If the Chinese decide to attack, the damage to China's 
economic development, international posture, and regional 
relations will be incalculable. For such consequences, they 
will settle for nothing less than total achievement of their 
objectives. And, in contrast to previous crises, these 
presumably will be unlimited. 

In the past, China's aim in initiating limited military 
activities had been to signal a refusal to acquiesce in an 
unacceptable situation— a drift toward a "two-Chinas" 
policy in 1954 and 1958, and Taiwan's moves under Lee 
Teng-hui toward an independent international posture in 
1995/1996. Its aim in initiating future action will be 
different: to bring about the unconditional surrender of 
Taiwan's leaders to China's demands, or to conquer the 
island and eliminate its leaders. Their military courses of 
action will be tailored to these ends. 

But theseends also limit their options. A broad range of 
low-intensity operations— such as shows of force, military 
maneuvers, overflights, or capture of Taiwan's outlying 
islands— might have psychological effects on the 
population, but are not likely to coerce the leadership into 
submission. For this purpose, only three options seem 
feasible: blockade of Taiwan's sea lanes, missile attacks, 
and amphibious invasion. 

In all these cases, the Chinese have to assume that the 
U nited States wi 1 1 i ntervene. F rom thei r vantage poi nt, this 
assumption is underpinned by recent experience. The first 
is Washington's dispatch of two carrier groups to the 
vicinity of Taiwan in 1996, which ended China's menacing 
missile tests around the island and defused the crisis. 17 The 
second is the "U.S.-led" NATO bombardment of Yugoslavia 
during the Kosovo crisis, which the Chinese view as fueled 
by America's quest to become the world's sole superpower 
that seeks to impose its will on other nations. Foremost 
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among these is China, whose rise to great power status the 
United States is determined to block. 

Despite their assertions, if the Chinese decide to take 
military action against Taiwan, it will not be becausethey 
believe in their capability to deter U.S. intervention or to 
neutralize it. It will be because of their belief— also drawn 
from Kosovo— in their ability towithstand bombardment by 
the United States, which will be restrained by its allies and 
by public opinion at home and abroad. Even so, no 
leadership will lightly take action that subjects its 
population to such hardships . 18 

Given the probability of U.S. intervention, all of China's 
options contain a high degreeof uncertainty . 19 In the case of 
a blockade— whose forms could range from deterring ships 
by marking lanes for missile firing, through physically 
stopping them, to submarine attacks— the effects will 
certainly undermine Taiwan's economy, or even destroy it, 
if it is effectively enforced for a long period. What is 
uncertain is the ability of the PLA navy and air force to 
sustain a blockade against Taiwan's military, and even 
more, against the United States. 

The second option— missile strikes— would devastate 
Taiwan's strategic centers and cause considerable suffering 
to the population. One uncertainty, however, is the form of 
American response. Another is the resolve of Taiwan's 
population to rally behind the leadership. 

The last option— an amphibious invasion— will not be 
realistic for several years because of China's military 
deficiencies, T ai wan's defense posture, and U .S. power. The 
Chinesearmed forces aretrainingfor such an invasion, and 
the leadership is focusing on acquiring modern weapons 
systems that are designed to build up sealift capabilities 
and upgrade air and naval support for an invasion. 
H owever, they arenot doing this on a "quick fix" basis, and it 
will take a decade or so before the Chinese are reasonably 
ready to undertake such a vast operation. 
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Considering the limitations of all the options, the most 
likely seems to be missile strikes. This is, however, 
extremely risky. The Chinese leadership cannot afford to 
fail, and once it begins such strikes, it will have to continue 
until Taiwan surrenders. If the combination of Taiwan's 
determination and U.S. intervention preclude an early 
surrender, the Chinese will have to extend bombardment 
until they wreak terrible havoc on the population and 
destroy the island. Assuming they can pull this off 
militarily, the price will be horrific. 

Pending major advances in their capabilities, the 
Chinese military are not likely to recommend large-scale 
operations. They will threaten to use force, and might carry 
out low-intensity actions to back up their threats, but they 
will stop short of starting a war which will be open-ended, 
and for which they are not ready. This is the logical 
conclusion. If, however, they feel intolerably provoked by 
thepolitical moves of theTai wan leadership, logiccannot be 
counted on to prevail. 
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CHAPTER 8 


HOMELAND DEFENSE WITH TAIWANESE 
CHARACTERISTICS: 
PRESIDENT CHEN SHUI-BIAN'S NEW 
DEFENSE CONCEPT 


Alexander Chieh-cheng Huang 

We must develop our future military readiness in the 
directions of "precision deep strike, earlywarningcapabilities, 
and information superiority," under the concept of "decisive 
campaign beyond boundaries." 

President Chen Shui-bian 1 

On J une 16, 2000, President Chen Shui-bian in his 
speech at the 76th anniversary of the Chinese Military 
Academy in Kaohsiung, characterized his new national 
defense concept as "decisive campaign beyond boundaries" 
(juezhan jingwai or jingwai juezhan), 2 suggesting that the 
armed forces of the Republic of China (hereafter Taiwan 
military) would depart from their "pure defensive" position 
and pursue a proactive military posture. Chen's remarks 
immediately generated hard debates within and outside 
Taiwan's defense community, which worried that his 
pronouncement would create confusion and invite strong 
reactions from Beijing. In addition, some analysts believe 
that such a defense concept would raise the anxiety of 
foreign countries, especially the United States, over an 
increasingly provocative Taiwan. 

T h i s ch a pt er exa m i n es P r esi d en t C h en 's d efen se con cept 
of "decisive campaign beyond boundaries," its origin, 
contents, and possible impact upon Taiwan's security and 
defense policies in the future. The author first reviews the 
evol ut i on of th e defen se st rategi es of t he Repu bl i c of C h i n a 
(hereafter ROC or Taiwan) at different stages in the past 5 
decades and observes the emergence of a new defense 
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concept during recent years. Secondly, the author discusses 
how Chen Shui-bian and his advisors formulated the 
defense concept of the Democratic Progressive Party (DPP), 
its roots, substance, and feasibility. Lastly, the author 
examines the political and military implications of Chen's 
defense concept with some policy recommendations. 

THE EVOLUTION OF TAI WAN's DE FE NSE POLICY 

Since the Republic of China government retreated to 
Taiwan after it lostthecivil wartotheChineseCommunists 
in 1949, its defense policy has gone through several 
adjustments due to changes in the international 
environment, domestic politics, and, more importantly, the 
U.S.-Taiwan relationship. When Chen Shui-bian took office 
as Taiwan's president, he not only assumed the 
responsibility of national security, but also inherited the 
legacy of defense policies before him. In the following 
sections, the author will briefly review the evolution of 
defense policies under each president, from Chiang 
Kai'shek to Lee Teng-hui. 

Chiang Kai'shek. 

Throughout his life since restoring Kuomintang 
(Nationalist Party, KMT) ruleinTaiwan, President Chiang 
Kai 'shek never gave up his goal of "recoveri ng the mai nl and 
by force" (fangong dalu). On the other side of the Taiwan 
Strait, the People's Republic of China (PRC) also upheld a 
policy of "liberating Taiwan by force" (wu I i jiefang). During 
that period of political and military confrontation, Taiwan 
maintained a large number of forces and an offensive 
defense policy, believing the armed strugglewould continue 
until a final resolution. The U.S.-ROC Mutual Defense 
Treaty, signed in 1953, provided a critical security 
guarantee for Taiwan, but it also prevented Chiang 
Kai 'shek from carryi ng out mi I itary adventures agai nst the 
PRC. From the early 1950s to about the mid-1960s, the 
Taiwan military only conducted several small-scale 
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military actions against the offshore islands held by 
Communist China near the Fujian coast without clear 
victory. When Washington improved its relations with 
Beijing and started the normalization process in the early 
1970s, Taiwan's objective of recovering the mainland faded 
away rapidly. 

Chiang Ching-kuo. 

With the military option shattered, President Chiang 
Ching-kuo revised Taiwan's political strategy to 
"reunification with the three principles of the people" 
(sanmin zhuyi tongyi zhongguo). Parallel to Chiang 
Ching-kuo's presidency, the PRC also shifted its policy 
toward Taiwan to "peaceful unification" (heping tongyi). 
M ilitary confrontation was replaced by a political offensive 
across the Taiwan Strait. During that period, however, 
Beijing maintained that it would not renounce the use of 
force to resolve the Taiwan issue. Under such a threat, 
Taiwan adopted a defense concept of "converging offense 
with defense" (gongshou yiti), 3 emphasizing mobilization, 
readiness, and military modernization. 4 Although Chiang 
Chi ng-kuo real ized the di mi ni shi ng possi bi I ity of a mi I itary 
solution to the unification issue, he did not rule out a 
possible military offensive against the mainland. Under 
this concept, Taiwan maintained that large ground forces 
are necessary for possible offensive actions. 

Lee Teng-hui (1st term). 

Following the footsteps of Chiang Ching-kuo, President 
Lee Teng-hui modified Taiwan's political strategy to 
"unification under freedom, democracy, equal prosperity" 
(ziyou, minzhu,junfu tongyi zhongguo). Theend of theCold 
War, the spread of democracy around the world, and 
Beijing's continued focus on economic development 
provided a relatively peaceful environment for Lee to 
initiate his constitutional reform and political 
liberalization. I n 1991, he pronounced the end of "the period 
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of mobilization in suppressing communist rebellion," 
indirectly recognizing the legality of Beijing's rule over the 
mainland. Cross-strait relations were further stabilized 
when representatives of both sides held their first 
semi-official talks in Singapore in 1993, testifying that both 
Taipei and Beijing would prefer peaceful means in dealing 
with the unification issue. At the same time, under the 
pr essu r e of t h e opposi t i on D P P , Ta i wa n 's defen se pol i cy was 
modified to "pure defense" (shoushi fangyu). 5 In other 
words, Taiwan would not seek preemptive military actions 
against the mainland, but focused on homeland defense. 

LeeTeng-hui (2nd term). 

Unlike his first term in office, although LeeTeng-hui 
preserved the remote goal of China unification, hegradually 
revealed his reluctance to deal with an agenda set by the 
Beijing government, especially after the Taiwan Strait 
crisis in 1996, when the PRC lobbed missiles against 
Taiwan. Since then, Taiwan's political agenda shifted to 
"status quo with separated identity," while its defense 
strategy was changed to "resolute defense, effective 
deterrence" (fangwei gushou, youxiao hezu). 6 Cross-strait 
military tension reached a new height in the wakeof Lee's 
remarks about "special state-to-state relations" when he 
redefined the Beijing-T aipei relationship in J uly 1999. In 
addition to continued political quarrels, small-scale hostile 
mi I i tary contacts began taki ng pi ace across the mi ddl e I i ne 
of the Taiwan Strait without real war. The tension brought 
Taiwan to change its defense guideline to "effective 
deterrence, resolute defense" (youxiao hezu, fangwei 
gushou), 7 a more proactive position than before. 

PRESIDENTIAL CAMPAIGN AS A TURNING 
POINT 

The 2000 presidential campaign highlighted a change in 
perceptions of Taiwan defense requirements. By examining 
thedefense strategies of the campaign platforms of all three 
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major presidential candidates, one could find a clear 
tendency that a new proactive national defense concept 
wou I d repl ace L ee Ten g-h u i 's "pu re defense" strategy. KMT 
candidate Li an Chan advocated the concept of "active 
defense" (j i j i fangyu); independent candidatej amesSoong 8 
preferred a strategic concept of "forward defense" (qianjin 
fangyu); andtheDPP candidateChen Shui-bian createdthe 
term "preemptive defense" (xianzhi fangyu), all of which are 
d i ffer en t f r om t h e defen se st r ategy pr evi ou si y pr on ou n ced . 

Lian Chan's Active Defense. 

The KMT presidential candidate, then Vice President 
Lian Chan, revealed his defense policy platform in his 
opening keynote speech at an Armed Forces University 
conference on December 8, 1999: 

Our current defense strategy is built upon the strategic 
concept of "resolute defense and effective deterrence." 
Resolute defense should not be interpreted as passively 
awaiting for enemy's attack; rather, itshould beunderstood as 
conducting tactical offense based on our defensive strategy. I n 
other words, T aiwan's defense strategy can be moved forward 
to that of "active defense, effective deterrence" (jiji 
fangyu, youxiao heu ). 9 

Lian's speech marked an ambiguous departure from Lee 
Teng-hui's strategic concept of "resolute defense" and 
caused some confusion. Defense analysts were not sure 
whether this change was the result of a thorough policy 
review by the defense ministry or of premature thinking by 
his campaign staff. Besides, Lian did not give any definition 
of his"activedefense"nor elaborate how the concept differed 
from the PRC military strategy of "active defense." His 
remarks generated some debates in local newspapers and 
within the Defense M inistry. 

Based on his "new" strategic concept set forth in the 
speech, Lian went on to suggest that Taiwan's national 
defense should focus on: 
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• Expandingthe use of digital technology in the military 
build up; 

• strengthening missile defense capability; and 

• building up credible deterrence by enhancing naval 
and air power and developing long-range surface-to-surface 
missiles as its second strike capability. 

His remarks immediately raised the eyebrows of the 
defense community in Taiwan, who questioned the 
offensive nature of such a strategy. However the missile 
part was deleted in the official press release of the 
Presidential Office later that day. 10 Throughout the rest of 
the presidential campaign, Li an did not further elaborate 
his concept of "active defense" and the term has been 
gradually fading away as a result of Lian's defeat in the 
presidential election. 

J ames Soong— Forward Defense. 

J ames Soong considers Lian's defense concept of "active 
defense" as a move in right direction, but opposes the ideas 
ofdevel oping long-range missiles for Taiwan's second strike 
capability, arguing that Taiwan does not possess key 
technologies for building missiles and it would invite 
international sanctions against Taipei. He believes: 

When armed conflict breaks out, our first vital issue of concern 
is whether we have a preemptive capability to deter invasion. 
Taiwan enjoys very limited depth of defense, and military 
installations may not be able to survive the first strike. 
Therefore, we consider that a strong defense should be bui It on 
the strategic objective of "active deterrence and effective 
defense" (jiji heu, youxiaofangwei) and the defense concept of 
"forward defense,” 11 consisting with 3Cs— Communication, 
Capability, and Credibility. 12 

Based on his perception of future military challenges, 
Soong proposes that Taiwan should push its defense line 
westward, close to the Chinese mainland, making China's 
coastline major areas of operations to extend Taiwan's 
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depth of defense. Soong further defines the guideline for his 
"forward defense": 

• establishing a 3-step decision process of 1) early 
warning system, 2) crisis management mechanism, and 3) 
decision for preemptive or retaliation attack against the 
mainland; 

• developing precision and effective land attack cruise 
missiles (LACM) and unmanned aerial vehicles (UAV), 
targeting military installations, missilebases, airports, and 
ports within the areas of threat to delay or destroy the 
offensive capability of the PLA; and, 

• increasing the survivability of Taiwan's defense 
capability by acquiring or developing certain numbers of 
modern submarines that can mine the Chinese harbors or 
wage retaliatory assaults against mainland targets. 13 

Given Soong's close relationship with the military 
establ i sh ment, i t was wi del y bel i eved that many acti ve duty 
and retired generals and admirals have indirectly shaped 
Soong's views on future military challenges in theTaiwan 
Strait and contri buted to his defense pol icy. I f that wastrue, 
the "proactive" defense concept mentioned above merits 
further study. 

Chen Shui-bian— Preemptive Defense. 

Chen Shui-bian has long been recognized as Taiwan's 
"leading specialist in defense affairs" in the eyes of his 
col I eagues i n the L egi si ati ve Y uan . N ot on I y because he was 
co-chairman of the defense committee but also because of 
his interests in the defense budget and organization. It was 
not a surprise that Chen was the first among three major 
presidential candidates who revealed his defense policy. 
The DPP presidential campaign platform argued: 

In the aspect of military strategy, being an island state 
surrounded by oceans, Taiwan's security threats come 
primarily from air and naval attacks beyond its boundary. 
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Accordingly, Taiwan should adjust its military strategy from 
"pure defense" to that of "offensive defense" (gongshi fangyu). 
Taiwan should also abandon the old concept of attrition 
warfare, which seeks decisive campaign at beach areas, and 
replace it with a military force that can paralyze enemy's 
warfighti ng capabi I ity and keepi ng the war away from Taiwan 
as far as possible. In the aspect of military preparation and 
readiness, based on the principle of conducting "decisive 
campaign beyond boundary," Taiwan military should actively 
build up capability that can strike against source of threat; 
enhancing naval and air forces; develop joint operations and 
information warfare capabilities . 14 

Based on these perceptions, Chen formulated his 
defense concept as "preemptive defense,” which means 
maintaining a strong deterrence posture during peacetime 
through the development of information warfare and long 
range precision strike capabilities. But, in wartime, Taiwan 
should apply preemptive measures: 

• to maintain information, naval and air superiority; 

• to suppress and destroy the enemy's C4I system and its 
warfighting and logistic capabilities; 

• to conduct antisubmarine and anti-blockade warfare; 
and 


• to effectively control the scale of military conflict and 
keep war away from Taiwan's territory. 15 

F or the pu rpose of attracti ng votes, pol i cy pi atforms and 
campaign promises of any presidential candidate could be 
seen as more idealistic than reality and may have limited 
implications for policy direction once he is elected. 
Nonetheless, by examining the defense policies outlined by 
all three major presidential candidates, one can find some 
commonalities among them: 

1. The logic behind their defense policies appears to be 
more offensive in naturethanthatintheLeeTeng-hui era. 

2. They agreed that Taiwan should actively seek the 
initiative in military operations against the PRC. 
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3. In a war with the PRC, preemptive and/or retaliatory 
measures are not excluded in their policy options. 

4. They all agreed that the areas of operations in 
cross-strait military conflict should be kept far away from 
Taiwan. 

5. They all gave more emphasis on naval and air power, 
and information warfare in a future force build up. 

These common perceptions do not, however, suggest 
some of these conceptual consensuses would be translated 
into policies no matter who was elected president. But they 
do reflect some general trends in defense thinking among 
political leaders in Taiwan. One of the keys in this strategic 
transformation attempt is whether the uniformed services 
share the same vision of such changes, and the degree of 
support that different candidates could get from the 
military. 

CONCEPTUALIZING CHEN SHUI-BIAN'S 
DEFENSE CONCEPT 

Chen's position on defense affairs was presented as part 
of the DPP National Security WhitePaper, a collective work 
of a small number of DPP leaders and many independent 
scholars. There has been no direct evidence showing how 
much the Paper reflects Chen's personal views on defense 
affairs. However, by examining his previous works, one can 
better understand the origins of Chen's defense thinking. 

DPP and Chen Shui-bian on Defense Affairs. 

Chen is one of the very few DPP members who has shown 
interest in defense policy. I ndeed, the DPP as a whole has 
had very limited impact on Taiwan's defense affairs. It was 
because of the "closed system" of Taiwan's military 
community and decision process on theone hand; and on the 
other hand, the lack of professional military officers and 
civilian specialists who are willing to identify themselves 
with the DPP due to its pro-Taiwan independence stance. 
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The M i I i tary. Defense Pol icy, and theDPP. The pioneer 
within the DPP in studying defense affairs is Mr. Huang 
H uang-hsi ung, a senior member of theControl Y uan. 16 H eis 
the author of Taiwan's first but unofficial Defense White 
Paper, published in 1989, 3 years before the Ministry of 
National Defense issued its first official Defense White 
Paper. 17 Mr. Kang Ning-hsiang, another respected DPP 
defense specialist, has been a senior member and chairman 
of the Defense Committee of the Control Yuan. Mr. Kang 
madehisname known by his knowledge of foreign military 
procurement procedures and by his investigation of several 
cor ru pti on cases. 18 H uang and K ang are the on I y two sen i or 
members of theDPP who have I ong publ i c records i nvol vi ng 
defense policies. 

Chen, as a younger generation legislator, followed the 
footsteps of H uang H uang-hsi ung i n the pursuit of defense 
issues in the Legislative Yuan and was rapidly recognized 
as the country's leading legislator who challenged the 
mi I itary establ i shment on al most every possi bl e occasi on by 
verbal interrogation, street protest, and even physical 
confrontation. In 1992, He and his protege, KoChen-heng, 
co-authored the second nonofficial Defense White Paper, 
presenting not only his extended interests in defense 
studies but also his dedication to defense reform and 
reorganization. 19 Since Chen was elected the Mayor of 
Taipei in 1994, there was no significant DPP presence in 
defense affairs in the Legislative Yuan except Dr. Parris 
Chang, a professor of international relations from 
Pennsylvania State University. Representing the DPP's 
overseas constituency, Chang served as the Party's 
representative in Washington, and a strong critic of the 
KMT's defense policy. He was also the convener of the 
defense policy advisory group in Chen's presidential 
campaign. 

Dr. Michael Ming-hsian Tsai made his name as a 
I on g-t i me su pporter of t h e Ta i wan i ndepen dence movement 
in the United States. After returning to Taiwan and being 
elected as Legislator representing the City of Taichung, 
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T sai has shown great i nterest i n mi I itary affai rs and became 
a co-cha i r of the D efen se C ommi ttee of t he L egi si at i ve Y ua n . 
Accord i n g to for mer pr emi er a n d defen se mi n i ster Ta n g F ei , 
Tsai has been very instrumental in fostering defense reform 
and inthepassageofthedefensereorganization bill in early 
2000. It was reported that Tsai was one of the leading 
candidates for the position of deputy minister of defensein 
the Chen administration. Although he did not get the 
appointment, Tsai continues to show his great interest in 
defense affairs. I n October 2000 he published Taiwan's first 
bilingual defense journal— Taiwan Defense Affairs 
(Quarterly)— making it much easier for Taiwan's domestic 
discussions of defense policy and military affairs to reach 
interested foreign readers. 

In recent years, more DPP legislators, such as Lee 
Wen-chung and Chen Chung-hsin, have shown their 
interest in defense affairs 20 by convening public hearings 
and participating in various conferences on defense 
matters. Through such efforts, they gradually were able to 
engage defense officials as well as scholars in the 
community. 

DPP and Key Defense I ssues. I n general terms, very few 
members of the DPP had shown interest in defense affairs. 
This was partly due to the fact that the military has long 
been an institution that resisted civilian participation and 
intervention. In addition, the Taiwan independence 
position of the DPP was considered disloyal to the 
Constitution by the military, which upholds the belief in 
China's eventual unity. In such an environment, the only 
way for the DPP to exercise influence over defense affairs 
was through the legislative process. I n analyzing the DPP 
tactics of the past 10 years, one can find the following 
correlated steps: 

• Build up a certain reputation in defense affairs. 
Legislator Huang Huang-hsiung chose to deal with the 
military establishment by publishing his own Defense 
White Paper in 1989. Chen Shui-bian followed the same 
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approach and published his in 1992. 21 These efforts have 
made their names known to professional soldiers, defense 
policy circles, and the academic community. 

• Push for strategic transformation. By advocating a 
defensive military strategy, the DPP forced the KMT 
government to openly admit that Taiwan's defense policy 
has been adjusted to "pure defense." Such a move brought 
about two significant implications. First, it showed that an 
offensive strategy aiming at recovering the main I and could 
not reflect the reality. Secondly, a change of defense policy 
would pave the way for defense budget cuts. 22 

• T rim down defense budget and resources. Once "pure 
defense" becamethe official defense policy, theDPP pushed 
the government to cut the defense budget and divert 
resources to other expenditures, such as economic 
development and social welfare programs. The DPP also 
asked the defense ministry to shorten thetimefor political 
education, reducing political control over the military. By 
doing so, the DPP was able to gradually chop off the 
influence of the military establishment over domestic 
politics. 23 

• Call for defense reorganization. The last step the DPP 
took was defense reorganization to reflect the defensive 
strategy. They argued that, under the new strategy, T ai wan 
does not need a force structure for offensive operations si nee 
retaking the mainland by force was no longer a national 
objective. By advocating a defense reform with "the 
convergence of military policy and military command 
systems," the DPP hoped to institutionalize civilian control 
over the mi I itary establ ishment. 24 

Through thesetacti cal maneuvers in the legislative process, 
theDPP has been successful in not only influencing defense 
policies, but also transforming its image from an 
anti -mi I itary establ ishment to that of defense reformer. 

The Overall Concept of Chen's Defense Policy. It was 
clear that when pushing for force cuts and reduction of the 
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defense budget in the first half of the 1990s, the DPP and 
Chen were in large part aiming at weakening the KMT's 
party control over the military. Even most DPP members 
admit today that at that ti methey never thought that a DP P 
member could become the Commander-in-Chief of the 
armed forces before the turn of the century. 

When Chen was nominated as a presidential candidate 
in 1999, he and the DPP organized a group of advisors and 
formulated a new Defense White Paper. 25 As part of a 
general national security campaign platform, Chen's 
defense policy covers a wide range of issues, including 
civilian control over the military, defense reorganization, 
acti ve defense strategy, j oi nt warfare, advanced tech nol ogy, 
military personnel reform, and the mobilization system. 
The foil owing section will keep the focus on Chen's views on 
military strategy and related issues. 

Preventive Defense. Chen considers that one of the 
highest priorities for the president is to prevent war and 
preserve peace. He believes that Taiwan's security cannot 
be assured if both sides get into an arms race. Therefore, the 
DPP advocates a "proactive confidence building mechanism 
to promote mutual trust between the two states (liang 
guo)— Taiwan and China, in order to reducetensions across 
the Taiwan Strait and to forge a peaceful and stable 
environment in the Asia-Pacific region for common 
development." 26 To formulate their preventive policies, 
Chen and his defense policy advisors borrowed many 
concepts from the practices of foreign countries such as 
increasing military transparency, publishing a Defense 
White Paper, establishing hot lines, and promoting 
personnel exchanges. All of these are idealistic concepts and 
are I egiti mate to be i ncl uded i n a campai gn document; but 
translating them into effective policies would be extremely 
difficult through a unilateral effort by Taiwan. 

Active Deterrence. The DPP conceives that Taiwan is 
under tremendous military threats from the PRC and 
understands that hostile military actions may not be 
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prevented even through confidence building and other 
measures. Therefore, in peacetime, Chen believes Taiwan 
should build up an effective deterrence capability, including 
1) maintaining necessary defense forces; 2) i mprovi ng force 
survivability; and 3) preserving a second-strike capability. 
If a military crisis escalates to the brink of a war, Chen 
believes Taiwan should take active measures, such as a 
show of force, military exercise, partial mobilization, and 
other actions to demonstrate the determination of Taiwan 
to deter military adventurism. 27 

Decisive Strike. Should preventive efforts and 
deterrence both fail, Chen believes "attack is the best 
defense” and calls for decisive military actions against the 
enemy. In his mind, extending Taiwan's defense depth 
forward into the enemy's territory, suppressing and 
destroying the enemy's command and control systems, and 
paralyzing the enemy's capability to wage war against 
Taiwan are necessary and "legitimate" measures for 
national defense once Taiwan is perceived to be under 
attack. Keeping the war/area of operations in the enemy's 
territory, or beyond Taiwan's boundary is the highest 
principle in military operations. 28 

Chen's 3-in-l defense policy of prevent-deter-strike is 
similar to the U.S. national military strategy of 
prevent-deter-defeat. Given Taiwan's unique international 
status and limited military capability, however, the 
"offensive" nature in military actions called by Chen has 
been rather hard to understand for many observers in 
Taiwan as well as in international community. 

J ue Zhan J ing Wai— The Confused Terminology. 

Among Chen's various defense concepts, the most 
debated terminology of "decisive campaign beyond 
bou n da ry " su rf aced f or t h e f i r st t i me wh en C h en 's ca m pa i gn 
platform was published in late 1999. 29 But the term caught 
little attention in Taiwan even after Chen was elected 
president on March 18, 2000. In strict terms, "decisive 


142 



campaign beyond boundary" was not an official policy until 
President Chen pronounced it in his remarks at theChinese 
M ilitary Academy, which generated a whole host of debate 
across the defense community in seminars, talk shows and 
the printed press. 

Boundary and Beyond. The term "jing wai" could be 
translated as areas beyond "boundary," "territory," "war 
zone," or "area of operations." In Chen's presidential 
campaign platform, the DPP did not clearly conceptualize 
theterm, but loosely impli ed that it meant areas beyond the 
homeland. I n geographical terms, "jing wai "could mean the 
entireTaiwan Strait, covering the areas from Tai wan's west 
coast to the east coast of the mainland. It could also mean 
the eastern half of the Taiwan Strait, an area between 
Taiwan's coastlines and the arbitrary middle line. In 
political terms, "jing wai" could mean the areas beyond 
Taiwan's jurisdiction, i.e., any place other than Taiwan, 
Penghu, Quemoy, and Matzu. By the ROC constitution, 
however, the mainland remains part of national territory; 
accordingly, "jing wai "carries no sensible meaning at all. I n 
reality, Quemoy and Matzu are too far away from Taiwan 
and hard to defend. Then the question becomes whether the 
two offshore islands are viewed as part of "jing wai." 
Further, in the age of information warfare, how can one 
clearly define "boundary" or "territory"? The lack of clear 
definition and articulation of such a term by Chen and his 
advisors has created great confusion within the defense 
ministry and in a larger part the entire military 
establishment. 

DecisiveCampaign. Decisive campaign is understood as 
a large-scale military engagement between conflicting 
parties in a particular period of time and at a certain 
location by which its result would have significant impact 
on the final outcome of a war. When Chen pronounced the 
term "decisive campaign beyond boundary" in J une 2000, 
neither himself nor his national defense advisors offered a 
definition of "decisive campaign." In the context of 
cross-strait conflict, it is hard to imagine how a decisive 
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campaign would take place, evolve, and come to an end. In 
the post-World War 1 1 history, rarely can we find a "decisive 
campaign"that could bri ng about an end of mi I itary confl ict. 
Given thecurrent balance of comprehensive national power 
and military strength across the Taiwan Strait, Taiwan 
wou I d fi nd it extremely hard to force a deci si ve campai gn on 
China's People's Liberation Army (PLA). Moreover, China, 
by its sheer size and multi-layer force deployment, would 
enjoy more freedom of action in a military conflict against 
Taiwan. To change the overall strategic posture or 
discourage China's will to continue the war through a 
decisive military campaign would be almost impossible. 
Even if Taiwan could acquire a strong capability to 
decisively defeat the P LA at some poi nt, the conduct of such 
a campaign would require clear preparation and planning. 
A vague, I oosel y defi ned termi nol ogy may not be executabl e 
at the operational level. 

The confusion and debates over the terminology that 
generated in the public surprised many defense watchers 
close to the DPP who had been directly involved in 
formulating the concept. According to them, the term 
"decisive campaign beyond boundary" was deliberately 
created by some of Chen's advi sors to chal I enge the exi sti ng 
defense concept of "decisive campaign at beach areas" 
(tananjuezhan), which was considered too passive and gave 
too much emphasis on the ground forces. They argued that 
the motivation behind theterm "decisive campaign beyond 
boundary" was in fact very simple and easy to understand: 
keepi ng the war away from the homel and as far as possi bl e. 
For some of Chen's advi sors, it has been rather unfortunate 
that the whole defense community and interested 
academics went into nasty debates over their laxly picked 
termi nol ogy. 30 
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THE CONCEPTUAL DEBATES OVER "DECISIVE 
CAMPAIGN BEYOND BOUNDARY" 

If Chen had lost the presidential campaign, the term 
"decisive campaign beyond boundary" might have been 
buried or forgotten at least for the next 4 years. However, 
meaningful debates are warranted si nee Chen assumed the 
presidency, and publicly pronounced it at a military 
institution. So far, the term "decisive campaign beyond 
boundary" has not been officially adopted by the Taiwan 
military and has not appeared in any official document 
issued by the Ministry of National Defense. The debate 
within Taiwan's defense community continues. 

In the prolonged debate since Chen's official 
announcement in J une 2000, generally three groupings 
have emerged: 1) the (young) DPP advisors promoting 
Chen's idea, 2) defense specialists opposing the concept, and 
3) the active duty professional military, who are caught in 
between. 

The Extended DPP Views. 

Some young policy researchers and advisors within the 
DPP continued to argue that "decisive campaign beyond 
boundary" is a right approach in guiding defense policy. 
They argue that the concept should not be discarded but 
further developed and perfected. According to the 
publications by these young scholars, the concept of 
"decisive campaign beyond boundary" has some room for 
theoretical development and practical implications. 

First Strike. Based on Chen's campaign platform, 
Taiwan would not engage in armed conflict with the 
mainland until deterrence fails. In other words, once the 
PRC initiates a war or shows obvious signs that it is 
prepari ng to use force, T ai wan wi 1 1 havethe ri ght to conduct 
attacks against targets on the mainland. Since Chen's 
official announcement of "decisive campaign beyond 
boundary," several defense advisors within the DPP have 
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started a new round of assessment on the legality of 
"anticipatory self-defense” in international I aw, the relative 
blurred line between first strike and second strike, 31 the 
feasibility of preemptive air strike against the mainland, 32 
and other theoretical studies. According to their 
perceptions, in the practice of international law it is not 
entirely illegal to strike first if the PRC's hostility can be 
verified. 

Defense Depth. The DPP defense advisors consider the 
short distance, about 70to 100 nautical miles, oftheTaiwan 
Strait cannot provide Taiwan sufficient depth of defense. 
They believe that "deep strike” (zongshen daji) and "source 
attack" (yuantou gongji) is the necessary and best way to 
conduct decisive operations. Based on such perceptions, 
Taiwan would be able to significantly increase its strategic 
depth by expanding the areas of operations far into the 
enemy's territory. 33 

Seizing Initiative. Seizing the initiative in military 
operations, in the eyes of DPP defense specialists, is the key 
to the security of Taiwan. They consider Taiwan cannot sit 
idly by, watching the PLA maneuver and assemble on the 
other side of the Taiwan Strait, and take no action. 
Therefore, the old thinking of passively "accepting the first 
blow” (houfa zhi ren) and "anni hi lation of i nvadi ng enemy at 
beach areas" (jiandi yu tantou) are the worst option. They 
believe that it is important for theTaiwan military to take 
the initiative strategically and tactically to ensure the 
possibility of success. 

Operational Concept. DPP advisors argued that the 
"decisive campaign beyond boundary" idea was not 
intended to anni hi late enemy forces on a large scale, but to 
1) paralyzethe enemy's capability to conduct operations; 2) 
alter the enemy's operational and logistical plans; or, 3) at 
least delay the enemy's offensive to a certain degree. 34 1 n 
case of air operations, the DPP defense advisors suggest 
that the primary targets on the mainland are the air force 
bases and short range ballistic missile launching sites 
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within 250 nautical miles in range, and secondary targets 
within 500 nautical miles. 35 

Political Gain.Oneofthenew concepts developed within 
the DP P has been usi ng T ai wan's strong mi I itary capabi I ity 
asthebasetoforceand increasethe country's international 
visibility and participation. They argue, with "certain 
long-range strike capability and appropriate naval forces," 
Taiwan would have a better chance to get itself invited to 
international and regional security dialogue. Offensive 
force build up is politically beneficial by adding Taiwan's 
wei gh t i n mu 1 1 i I at er a I secu r i ty f or u ms a n d ba r ga i n i n g ch i ps 
in future arms control. 36 

The Opposition Views. 

Since Chen's announcement of "decisive campaign 
beyond boundary," many prominent defense analysts in 
Taiwan have expressed strong opposition to such a concept, 
discrediting the concept as strategically unwise, 
operationally difficult, technically premature, and 
organizationally biased. 37 

Strategic lo/el. 

• Provocative to China. The strongest critique of Chen's 
defense concept has been the wisdom and rationale behind 
the idea of keeping the battle space in the Chinese 
mainland. Many specialists consider such a concept may be 
a political statement aiming at boosting domestic morale 
and confidence, but it could unnecessarily antagonize 
Beijing when China has strong suspicions and reservations 
about the newly established DPP Administration. 

• Damaging International Relations. Most of Taiwan 
analysts opposing Chen's defense concept arguethateven if 
the President is thinking of offensive military options in a 
future conflict with China, it is extremely unwise to "talk" 
too much about Taiwan's offensive options. Given Taiwan's 
difficult international relations, a clear statement that 
reveals the intention of taking preemptive actions against 
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the mainland would be politically devastating for Taiwan 
because it will enrage Washington and neighbors in the 
Asia-Pacific region and in the end hurt Taiwan's foreign 
relations. 

• Complicating Foreign Military Assistance. Taiwan's 
military development relies heavily on continuing foreign 
military assistance. The cold reality is that nations, 
especially the United States, would provide Taiwan 
advanced military systems only on the basis that Taiwan 
adopts a defensive military strategy. If Taiwan shows its 
i ntenti on of taki ng offensi ve mi I i tary acti ons agai nst Chi na, 
many countries would take a more cautious policy and 
constrain their military sales and technology transfers to 
Taiwan. 

• Intentions Surpass Capability. On the preemptive 
concept of "decisive campaign beyond boundary," most 
specialists in Taiwan consider it unrealisticsimply because 
T ai wan does not havethecapabi I ity tosupport such an i dea. 
They arguethat Taiwan's current order of battle, including 
tactical combat aircraft, short range antiship missiles, and 
li mited command and control capabil ities, could attack only 
limited Chi nesetargets, but isfar from being ableto conduct 
a decisive campaign on the Chinese mainland. They 
question Chen's unsophisticated knowledge of the real 
capacity of the Taiwan military. 

• When to Attack? When introducing the concept of 
"d eci si ve ca m pa i g n bey on d bou n d a r y , " C h en f a i I ed t o cl a r i f y 
whether it means preempti ve or retal i atory mi I i tary acti ons 
against China. Even if he implies that Taiwan will not fire 
the first shot, it would be extremely difficult to identify the 
"proper” timing for the Taiwan military to act. If DPP 
advisors consider that a hostile Chinese massive military 
assembly in the coastal areas warrants a rapid military 
response, the international community may react 
negatively and oppose a preemptive attack from Taiwan. 
Even if Chen's new defense concept means that Taiwan will 
take the first blow and then retaliate, no one could assure 
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that the surviving military forces after a Chinese 
preemptive attack are capable of conducting Chen's 
"decisive campaign beyond boundary." 

• Exit strategy? Finally, if we assume that all the ideas 
such as first strike and other preemptive measures 
suggested by the DPP may be doable options in Chen's new 
defense concept, still, it does not providea "guideline to end 
a war"(zhongzhan zhidao) for Taiwan's military. Given the 
sheer size of China, the PLA's ultra-nationalistic way of 
thinking, and its enormous war machine, it is hard to 
imagine that Beijing would easily bring the military 
campaign to an end without a clear outcome. The question 
then is how long can Taiwan survive an expected massive 
retaliation and sustain a war of attrition across theTai wan 
Strait? 

Operational I a/el. 

• Missile Defense. It is widely perceived that in the 
initial stage of a military conflict across the Taiwan Strait, 
thePRC will most likely start with an airattack onTaiwan 
with its short range ballistic missiles, but in theforeseeable 
future, Taiwan would not be able to acquire sufficient 
capability to defend itself from Chinese missiles. One can 
surely argue that the best missile defense is to wage 
preemptive assault against PRC's missile launchers; 
however, Taiwan's limited long-range offensive systems, 
lack of surveillance and reconnaissance capability, and 
China's increasingly mobileSRBM systems, all have made 
such options unattainable. In fact, Chinese missiles can 
destroy most of Taiwan's critical defense structures without 
engaging in a decisive campaign in the sea area and 
airspace of the Taiwan Strait. 

• Air superiority. FortheTaiwan Air Force, maintaining 
air superiority relies on active defense in the airspace over 
theT ai wan Strait. H owever, thechal lenge has been thefact 
that the P LA Air Force and Naval Air Force have several 
hundred combat aircraft stationed in about a dozen airforce 
bases in the 250 nautical mi les of range opposite toT ai wan. 
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In addition to the quantitative edge in aircraft, the 
continuously modernized PLA's anti-air missiles can now 
threaten Taiwan aircraft flying beyond the middle line of 
theT ai wan Strait. I n thecaseof ai r war i n theStrait, even if 
Taiwan can destroy most of the PLA combat aircraft based 
in the coastal provinces; China would still be able to transfer 
its second tier air force to the region and force the Taiwan 
Air Forceintoa war of attrition. However, Chen's concept of 
"decisive campaign beyond boundary" requires Taiwan's 
Air Force not only to defend Taiwan, but also to beableto 
conduct attacks against China's military assets well into 
themainlandairspacetocompromisethe PLA's warfighting 
capabilities. But the fact isthat unlessTaiwan builds up a 
meaningful long-range precision strike capability capable of 
attack i ng P L A ai r force bases 600 nautical mi I es opposite to 
Taiwan, it would be hard for Taiwan to seek a "decisive 
campaign"and maintain control of the air over the Taiwan 
Strait. 

• Sea denial. In order to pursue a "decisive naval 
campaign" in the Taiwan Strait, ideally, the Taiwan Navy 
needs to be able to shape the tempo of operations and 
pressure the PLA Navy for an engagement at a chosen time 
and location. The conduct of meaningful sea denial 
operations requires the Taiwan Navy taking proactive 
actions and pushing the areas of operations away from the 
Taiwan coast to maintain navigation and some forms of safe 
passage in the Taiwan Strait. More importantly, the 
Taiwan Navy must be able to uphold its inner line 
superiority by preventing an assembly of the PLA Navy's 
East Sea Fleet and South Sea Fleet in the Taiwan Strait. 38 
All of these operations would keep the Taiwan Navy 
operating beyond the middle line of the Taiwan Strait and 
within the range of China's coastal artillery, land-based 
surface-to-surface missiles, and air force. Whether the 
Taiwan Navy can carry out such multi-missions is difficult 
to assess, but failing to do that, it would be impossible for 
Taiwan to sustain its sea denial operations. 
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• Antisubmarine warfare. Theoretically, antisubmarine 
warfare (ASW) operations are better kept away from the 
Taiwan coast to reduce the possibility of the PLA Navy 
attacking ships sailing in the Strait and conducting 
mine-laying operations. In practice however, it has always 
been hard for the submarines to locate ships sailing on the 
hi gh seas. Accordi ngly, the P L A N avy submari nes are I i kel y 
to be deployed near Taiwan's coastlines and harbor areas / 9 
How can the concept of "decisive campaign beyond 
boundary'' be practically applied in ASW operations 
remains a big question. 

• Information warfare. In a world of information 
revolution, the old concept of geographical "boundary" 
makes little sense. When information warfare becomes a 
new but ambiguous form of conflict, "decisive campaign" 
may becomea disconnected concept. I n fact the "soft" nature 
of information warfare has made both winner and loser 
somewhat nonidentifiable. The DPP defense advisors 
developed the concept of "decisive campaign beyond 
bou n da ry " based on con vent i on a I wa rf a r e t h i n k i n g i n wh i ch 
time and locations are critical. When information warfare 
becomes a viable option for both China and Taiwan as 
offensive measures against each other's command and 
control nodes and critical infrastructures, Chen's new 
defense concept would become almost irrelevant. 

Other Critical Concerns. Many critics of Chen's defense 
policy have argued that before developing the concept of 
"decisive campaign beyond boundary," the DPP failed to 
consider several critical issues, such as: 

• Technology Acquisition. If the current Taiwan force is 
not capable of implementing a preemptive strike against 
China, what would be the Chen government's defense 
technology policy and weapons systems development 
programs which will support the concept of "source attack" 
on the mainland? What are the critical military 
technologies necessary to support such missions? Would 
Taiwan be able to develop and acquire those technologies 
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without external assistance? Knowing Taiwan's intention, 
are foreign countries willing to provide those critical 
technologies to Taiwan? 

• Weapons of Mass Destruction (WMD) Options? If 
Taiwan were contemplating preemptive and/or retaliatory 
attacks agai nst the mai n I and, what are the forces avai I abl e 
to carry out such missions? If Taiwan's existing 
conventional armsarenotuptothemission, both in terms of 
f i repower a n d del i ver y sy st ems, istheDPPthinkingofother 
options? Without sufficient deterrents in Taiwan's 
inventory, Chen's concept would naturally lead to a 
suspicion by the opposition and the international 
community that Taiwan may eventually go for a nuclear 
option. Can the ideas of developing medium- and long-range 
missiles and WMD, i.e. nuclear, biological, and chemical 
wea pons, su rvi ve i n Tai wa n 's pol i t i ca I en vi ron ment? Wou I d 
the international community allow Taiwan to take such a 
course without harsh preventive measures and punitive 
sanctions? 

• Policy Deliberation. Taiwan's former Chief of the 
General Staff, Hau Pei-tsun, questioned whether Chen's 
announcement of "decisive campaign beyond boundary" in 
J une 2000 was a conclusion of well -deli berated consensus 
within the military. In fact, three days after Chen's 
remarks, Defense Minister Wu Shih-wen told the defense 
committee of the Legislative Yuan that the Ministry of 
National Defense had not yet "cl early thought through "the 
defi nition of President Chen's concept. 40 In addition, on J uly 
4, 2000, then Premier Tang Fei admitted in a Legislative 
Yuan plenary session that he was not consulted in advance 
and personally has reservations regarding the use of such 
terms. 41 Accordi ng to extensi ve medi a i nqui ri es i n the wake 
of Chen's public pronouncement of his new defense concept, 
it was quite clear that almost the entire defense ministry 
and general staff were kept in the dark. If that were really 
the case, the DPP advisors owed the Taiwan military a 
sensible and comprehensive explanation. 
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The PRC Response The Chinese government and the 
P LA did not fiercely respond to Chen 'seal I for a new defense 
concept. The Peopl e's Daily consi ders C hen's an nou ncement 
as part of his Taiwan independence agenda, but warns that 
Taiwan's existing military force is not capable of extending 
war into the Chinese mainland. 42 In a workshop hosted by 
the Strategic Department of the Academy of Military 
Science, P LA officers from the National Defense University, 
the Navy Research Institute, and the Nanjing Political 
College agreed that Chen's new military concept is 
contradictory to Taiwan's existing defense concept, and is 
not wel I -received by the mi I itary establ ishment. 

The Professional Soldiers. 

Being caught between the new DPP defense policy 
makers promoting the concept of "deci si vecampaign beyond 
boundary," and realistic defense specialists opposing such 
an idea, theTaiwan military as a whole has experienced a 
difficult time since J une 2000. Chief of the General Staff 
T ang Y au-mi ng chose to swal I ow al I the critiques to protect 
the president. Thechallengethen, has been howtoclosethe 
gaps between the intention of the commander-in-chief and 
the existing capability of the armed forces. 

Although two former military chiefs, General Hau and 
General Tang, and many retired senior military officials 
openly expressed thei r strong reservations over Chen's new 
def en se concept, the active duty officersattheMND and the 
J oint Staff had no choice but to justify the president's act. 
Although admitting that the MND had not yet 
conceptualized the new policy, Minister Wu insisted that 
the military would carry out any mission assigned by the 
president with or without such capability. 44 Wu suggested 
that the concept of "decisive campaign beyond boundary" 
could be understood as "resisting Chinese invasion in the 
areas 12 nautical miles beyond the island of Taiwan. ,,45 The 
J oint Staff went further to identify its position with the 
president. To answer the mounting confusion over Chen's 
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new defense concept, Chief of theGeneral StaffTanghelda 
special press conference on J uly 7, 2000, and suggested the 
following interpretations: 

• Making it clear that it wasthej oint Staff that drafted 
Chen's J une 16, 2000 speech; and the president did not 
make any change of the suggested text or wordi ng. 

• For the concept of "beyond boundary," the Taiwan 
military considers it as the areas of operations in the 
Taiwan Strait, but definitely not on the mainland. 

• Theconcept of "decisive campaign beyond boundary" is 
not newly created, and in fact has long been the guidance for 
the Taiwan military. Keeping the war away from Taiwan 
Island has been a concept emphasized by all Chiefs of the 
General Staff si nee the early 1960s. 

• Theconcept of "decisive campaign beyond boundary" is 
similar to that of "converging offense with defense" in the 
ChiangChing-kuoera, and is also parallel tothe concept of 
"resolute defense, effective deterrence" under the Lee 
Teng-hui presidency. 

• TheTaiwan military is more or less capable of keeping 
up with the goal of "resol ute defense." M i I itary construed on 
is an integrated and long-term process and "decisive 
campaign beyond boundary" is one of our long-term 
objectives. 46 

In addition, the defense ministry interpreted the 
president's new defense concept by borrowing a concept 
developed by Dr. Ta-wei Yu, defense minister during the 
1958 Taiwan Strait Crisis. Dr. Yu has a famous four-step 
strategy for Taiwan defense: 

1) resist enemy at mainland coast, 

2) attack enemy in the strait, 

3) destroy enemy at Taiwan coast, and 

4) annihilate enemy at beach areas. 47 
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According to General Cheng Shih-yu, executive director of 
J -3, theT ai wan mi I itary is currently capabl e of carryi ng out 
the last two missions under the existing military guideline 
of "decisive campaign at beach areas." The military 
con si ders the fi rst two steps are si mi I ar to Chen's concept of 
"decisive campaign beyond boundary," and thus the concept 
has been in existence for 40 years. 

I ndeed, the defense ministry worked hard to shield the 
president from bei ng i nterrogated by the opposition and the 
press on t h e i ssu e. C h en h i msel f a I so somew hatmodifiedhis 
statement later when he visited the Army Headquarters, 
indicating that, should Air Force and the Navy fail to stop 
the Chinese invasion, the ground force will be the vital 
element for a decisive campaign to ensure national 
survival. 49 In reality, in Defense White Pa per 2000, the first 
one under Chen's presidency, the MND does not include 
Chen's new defense concept and maintains its original 
position of "effective deterrence, resolute defense" as 
Taiwan's defense guideline. Moreover, some creative 
military officers have privately suggested a modification of 
Chen's concept to "military operations beyond boundary" 
(jingwai zuozhan) or "resisting invasion beyond boundary" 
(judi jingwai), which are much more mild than the DPP's 
use of terminology and closer to Taiwan's real intention as 
wel I as mi I itary capabi I ity. 50 

REFLECTION AND CONCLUSION 

To most Taiwan defense specialists questioning the 
concept of "decisive campaign beyond boundary," the DPP 
and its defense advisors are inexperienced, nonpragmatic, 
and lack understanding of military affairs and 
international realpolitik. However, close watchers of 
Ta i wa n pol i t i cs may h a ve observed t h at si n ce Ta i wa n 's I ast 
presidential election, there has been a growing voice with in 
Taiwan advocating a military build-up with offensive 
characteristics. This may reflect a growing sense of 
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insecurity of the Taiwan people in the face of an emerging 
Chinese power. 

Politically, Taiwan's continuing democratization has not 
yet led to an improvement in its international status. For 
theTaiwan people, Beijing's peaceful unification pledge is 
compromised by its own insistence on keeping the force 
option. The rapid growth of China's comprehensive national 
power is gradually changing the strategic balance across 
theTaiwan Strait. Militarily, the PRC missile threats are 
real, but there is no sufficient way to defend Taiwan from 
being harassed. As discussed earlier, technologies of 
bal I i sti c and cruise mi ssi I e defense are not yet matured and 
even if sophisticated missile defense systems were to be 
available, Taiwan would have difficulty acquiring such a 
system due to financial costs and Chinese objections. 
Consequently, it becomes easy to understand that 
increasing numbers of Taiwan people are contemplating 
offensive options to sustain an "effective deterrence" 
against theChinesethreat and the uneasy strategic balance 
in theTaiwan Strait that has been maintained for the past 
50 years. 

For the United States and other countries in the 
Asia-Pacific region, Taiwan's emerging offensive concept of 
homeland defense may be a source of instability in the 
Asia-Pacific region. It would ignite a new round of arms 
race, intensify China's military build up, poison thealready 
difficult Washington-Beijing relationship, and eventually 
damage Taiwan's own security. To honor Taiwan's 
democratic effort, to prevent T aiwan from bei ng an isolated 
fi ghter, to encourage di al ogue across theT ai wan Strait, and 
to protect the common security and commercial interests in 
theregion, itmay be necessary for the United States and its 
allies to convince the Taipei government to maintain a 
defensive military strategy by offering sufficient security 
assurance and by keepi ng a dynami c mi I i tary bal ance i n the 
Taiwan Strait. 
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CHAPTER 9 


THE ARMS CONTROL AND 
BALLISTIC MISSILE DEFENSE COSTS 
OF ACHINESE CONFLICT 


Wendy Frieman 


INTRODUCTION 

Thetheme chosen for this conference, thepotential costs 
of confl i ct, offers parti ci pants the chance to be more preci se 
than is usually the case when speculating about Chinese 
security policy. Although it is a comparatively easy task to 
project the costs of a given conflict for the United States, to 
do so from a Chinese perspective is a useful, if more 
challenging, exercise. It reveals the degree to which 
different countries, and different players within countries, 
disagree first, on what constitutes a cost, and second, on 
which costs would be bearable. 

This chapter is an attempt to address one aspect of 
potential Chinese conflict. It is focused on the role of 
ballistic missiles in a local conflict and how that role would 
change in the context of theater or national missile defense 
deployments cum sales by the United States or allies in 
Asia. 

The chapter begins with assumptions about what local 
conflict would mean for China, following which is an 
overview of China's ballistic missile inventory and how 
those weapons could be used in that conflict, and the degree 
to which the possession of these weapons affects China's 
calculation of the costs of conflict. The third section 
re-examines each of the previous questions raised in the 
context of potential U.S. or allied missile defense 
deployments, and addresses whether or not China's 
perception of the cost of conflict might change as a result of 
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U.S. deployments. The final section of the chapter offers 
tentative conclusions about how costs might be raised or 
lowered. 

ASSUMPTIONS ABOUT LOCAL CONFLICT 

Several key assumptions underpin this analysis. The 
first is that (absent an incursion by another power into the 
Chinese mainland) China would only become involved in a 
local conflict to protect freedom of action with respect to 
Taiwan or the disputed territories in the South China Sea 
(the Spratly or Paracel I slands) and the East China Sea (the 
Senkaku I slands). I n either case, the distance between the 
Chinese mainland and the theater would belessthan 1,000 
miles. The second assumption is that between now and the 
date of such a conflict, China would not enter into military 
alliances with partners who would then also get involved in 
the conflict. Thethird assumption is that between nowand 
the date of such a conflict, U.S. political and military 
arrangements will remain more or less as they are today. 
Thefourth assumption isthatChina will remain united as a 
political entity, albeit one with a relatively weak central 
government, and will not abandon its commitment to 
China's reemergence as a significant regional and global 
actor. Finally, this analysis assumes that if the United 
States were to become i n vol ved, i t wou I d be i n su pport of an 
Asian country (includingTaiwan) in conflict with China. 

THE ROLE OF BALLISTIC MISSILES 

China's conventional weapons to support a local war are 
being modernized slowly, and the last decade has seen 
steady i mprovements in the capabilities of Chinese surface 
ships, submarines, and aircraft, as well as the C4 systems 
on which they depend. However, China's tactical ballistic 
missile inventory has been growing much more rapidly, 
both in size and in sophistication, and it is very likely that 
these missiles would play an important role in a local 
conflict. In addition, China is modernizing its strategic 
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missiles, which, even ifthey would not bedeployed in a local 
conflict, would nevertheless be relevant. 

Theater Ballistic Missiles. 


China currently has the following theater missiles in 
service (characteristics are summarized in Table 1, and 
basing locations are shown in Figure 1). 


MISSILE 

TYPE 

MAXIMUM 

RANGE 

PAYLOAD 

ESTIMATED 

CEP 

CSS-2 

IRBM 

2800 km 

2150 kg 

3.0-3.5 km 

CSS-5 

MRBM 

1800 km 

600 kg 

.3-.4 km 

CSS-6 

SRBM 

600 km 

950 kg 

.3 km 

CSS-7 

SRBM 

300 km 

800 kg 

Not 

available 


Sources: Center for Defense Information, www.cdiss.org/china_thtm; 
and Monterey Institute Center for Nonproliferation Studies, 
cns.miis.edu/ iiop/ cnsdata . 

Table 1. Theater Missiles Characteristics. 

1. DF-11 (CSS-7, also known as the M-ll). This is a 300 
km range missile with a circular error probable (CEP) of 
150-200 meters. It has inertial guidance and solid 
propellant, and requires a 30-minute launch preparation 
time. It can carry a single nuclear warhead (350kt) or a 
single or cluster conventional warhead. China has deployed 
a total of approximately 40 DF-lls at two bases: one at 
Yong'an, 220 miles from Taiwan, and one at the Xianyou 
missile complex, about 135 miles from Taiwan. Each base is 
equipped with tunnels to store the missiles; each will 
support a brigade-size force with 16 truck launchers and 97 
CSS-7 mobile missiles. 1 The manufacturer of the weapon, 
the Sanjiang Space Corporation, is currently modifying this 
missile. The new system, referred to as CSS-7 Mod 2, or the 
M-ll follow-on, is about two meters longer than the Mod 1, 
and is believed to have a longer range, a larger warhead, 
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and greater accuracy than the earlier DF-11. According to 
I nternational I nstitutefor Strategic Studies (I ISS) figures, 
China has deployed 40 DF-lls. 

2. The DF-15 (CSS-6 or M-9) is a solid-fueled, 
single-stage mobile missile whose operational preparation 
ti me i s 30 mi nutes. 1 1 i s 9. 1 meters I ong and has a range of 
200-600 km, a C E P of about 280m, and the abi I i ty to carry a 
500kg payload (a single nuclear warhead of 50-350 kt or a 
conventional warhead). It uses an inertial guidance system 
on the warhead section. The DF-15 utilizes a Chinese- 
developed ei ght-wh eel ed cross-country T ransporter E rector 
Launcher [TEL]. A total of 200 missiles are based in three 
locations: Leping, Nanping, andYong'an. Leping, inj iangxi 
Province, nearly 600 kilometers from Taipei, is also the 
headquarters of the 815th ballistic missile brigade. The 
DF-15 missiles are stored at Leping, which has direct 
railway links with Yongan and Nanping. Three to four 
hours would be required to transport missiles from Leping 
to Yongan via railway. 

3. The DF-21 (CSS-5) is a two-stage medium range 
ballisticmissile(MRBM) with a range of 1800 km and a CEP 
of 300-400m. China has approximately 50 in service. 
Originally i ntended only for deli very of nuclear warheads, it 
has been modified to carry a single conventional warhead 
(600kg) as well. It requires 10-15 minutes of launch 
preparation time. It is based at Liangxiwang, Tonghua, 
J ianshui, and Chuxiong. 

4. The DF-3A (CSS-2) has a range of 2800 km and a CE P 
of 2.5-4 km. It is scheduled to be replaced by the DF-21 
within 2 years. It carries of a payload of 2150 kg (single 
nuclear warhead of 1-5 MT) and requires 120-150 minutes 
launch preparation time. It can be launched from either 
permanent pads or portable launch stands. An estimated 
90-120 D F -3s were depl oyed i n the 1980s. T hey are based at 
Liangxiwang and Dalong. 
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Source: Federation of American Scientists, 
www.fas.org.nuke/guide/china'facility/theater.htm 


Figure 1. Basing Locations for Theater Missiles 
in Service. 
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Strategic Ballistic Missiles. 

China's land-based strategic forces have been the 
subject of many well -researched papers and articles, and it 
is not necessary to repeat here the knowledge that is 
publicly available on the internet and other sources. The 
critical point for this analysis is that China has a survivable 
nuclear deterrent. China's strategic nuclear systems 
includethe DF-4 (CSS-3), the DF 5/5A (CSS-4), the DF-31, 
and the DF-41. These last two are still under development. 
The key characteri sti cs of these weapons aresummarized i n 
Table 2. There is general agreement on several points: First, 
China is making the conversion from fixed missile sites to 
mobile platforms and from liquid fueled to solid fueled 
missiles. 2 Second, China is pursuing multiple independent 
reentry vehicle (MIRV) technology, with evidence of 
increased activity since 1983, and will likely achieve the 
capability to MIRV its strategic missiles. 3 Third, by any 
comparative standard, China's existing strategic force is 
still small, consisting of no more than several dozen 
missiles. 4 


MISSILE 

MAXIMUM 

RANGE 

PAYLOAD 

CEP 

CSS-3 

4750 km 

2150 kg 

3-3.5 km 

CSS-4 

13000+ km 

3200 kg 

.5-3 km 

DF-31 

8000 km 

700 kg 

.5 km 

DF-41 

12000 km 

800 kg 

.7-.8 km 


Sources: Center for Defense I nformation, www.cdiss.org/ china_htm; 
and Monterey Institute Center for Nonproliferation Studies, 
cns.miis.edu/ iiop/ cnsdata. 


Table 2. Strategic Nuclear Missiles 
Characteristics. 

Most observers also agree that China could easily 
increase the size and capabilities of the strategic missile 
force. However, much disagreement exists over what the 
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motivation would be, how quickly this might happen, under 
what circumstances, and how large a force China wants. 

The increase between 1997 and 2000 in Chinese theater 
missile inventories as reported by the MSS is as follows: 5 


SYSTEM 


1997 

INVENTORY 


1998 

INVENTORY 


1999 

INVENTORY 


CSS-2 

CSS-5 

CSS-6 

CSS-7 


38 

8 

150 


2000 

INVENTORY 


30 


50 


200 


40 


Table 3. Increase in Chinese Theater Missile 
Inventories. 

Numbers for the CSS-2 have been declining because this 
system is apparently being replaced. If these figures are 
ignored, the table shows an average annual increase of 70 
missiles. If current trends continue without further 
acceleration, by 2007, China will have an additional 490 
missiles for a total of 780 missiles. 

Use of Ballistic Missiles in a Local Conflict. 

The preci se way inwhich China wou I d u se these mi ssi I es 
in a local conflict would be determined by specific 
circumstances. Theater missiles could be used for a wide 
range of missions. The only historical evidence to date is 
China's 1996 firing of ballistic missiles across the Taiwan 
Strait, which constituted an act of coercion more than an 
operational military move. I nan actual conflict, China could 
designate and inflict damage on a number of important 
target sets: 

• enemy airfields 

• enemy ports 

• enemy ai r defense bases 
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• enemy surface to surface mi ssi I e bases 

• enemy C4 systems 

• enemy population centers. 

If the United States were to intervene in a local conflict, 
Chinese theater ballistic missiles could inflict damage on 
U.S. aircraft carriers or other naval vessels, as well as on 
U.S. airfields in J apan. 

The amount of damage the People's Liberation Army 
(PLA) could currently inflict isopen to question because of 
thefact that theCE P of many of these systems i s I arger than 
the targets against which they would be used. Whether the 
target is an Asian adversary, or U.S. forces deployed in 
support of that adversary, the key to success i n destroyi ng 
military assets with conventional weapons is a low CEP. 
Existing weapons, with their large CEPs, are primarily 
useful as weapons of coercion because their inherent 
inaccuracy is likely to preclude militarily relevant 
targeting. If the adversary is Taiwan, a high CEP missileis 
an extremely effective show of force given the high 
population density— even if the missile does not hit its 
target,therewill bea lot of collateral damage. If the target is 
U.S. forces at sea, high CEP weapons are considerably less 
effective. China is currently working on improvements to 
existing systems that would dramatically reducetheCEP to 
25-40m. 6 These efforts will have significant payoffs if they 
are successful. If China were to achieve a low CEP, the 
threattoa regional adversary would increase substantially, 
because China could be confident of a successful 
pre-emptive strike against key military targets. Moreover, 
the resulti ng threat to U .S. forces would greatly complicate 
U .S. mi I itary pi anni ng and the depl oyment of U .S. troops to 
the region. I n addition, a lower CEP decreases the weight of 
the warhead, which would allow for an increase in the 
potential range of the missile. 

The role of China's strategic missiles in a local conflict 
would be much more indirect. The fact that China has a 
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nuclear deterrent by definition affects the degree to which 
other Asian countries would be willing to engage in a direct 
military confrontation with China. It also, of course, poses 
constraints on the degree to which the United States is 
willing to become involved, and on the nature and timing of 
that involvement. The existence of the Chinese nuclear 
deterrent is a strategic 'fact of life” that would be implicitly 
considered in every decision about how and where to deploy 
U.S. forces in an Asian conflict. 

Given the rapid growth of China's ballistic missile 
inventory in recent years, it is safe to assume that the 
military leadership believes that the possession of these 
weapons will lower, and not raise, the cost of a regional 
conflict. This assumption is likely to hold true if China uses 
the missiles for coercive purposes. In fact, from China's 
perspective, coercion is an extremely low cost option, 
becau se i t i s I i kel y to meet withonlyalimited response from 
the United States. The mere possession of the weapons 
therefore offers to China the possibility of resolving a 
situation without overt military activity and loss of life. 

Counterbalancing this scenario is a more dangerous 
possibility: namely that coercion will not be effective, and 
China will actually have to use the missiles against specific 
targets. If this happens, the costs could be very high, 
astronomical in fact, from both a military and a political 
perspective. 

COSTS AND BENEFITS OF CONFLICT 
IN THE CONTEXT OF MISSILE DEFENSE 

Given the attention now devoted to missile defense for 
U.S. forces, U.S. allies, and the U.S. homeland, it is worth 
aski ng whether or not the exi stence of these defenses wou I d 
in anyway increase the cost of conflict for China under the 
conditions set forth above. This analysis examines 
pri mari ly the mi I itary consequences of theater and nati onal 
missile defense. 
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First, it is necessary to review the types of missile 
defense systems that cou I d be depl oyed, the area they cou I d 
cover, the number of weapons to be used, and the likely 
deployment dates. 

Two theater missile defense systems are referred to as 
"lower tier.” The first is Navy Area Defense, a vertical 
launch platform deployed on cruisers and destroyers (such 
as the AEGIS) that can be used for both offensive and 
defen sivemissilelaunches.Thepur pose of t h ese wea pons i s 
to defend at short range; they are aimed at enemy short 
range ballistic missiles (SRBMs), cruise missiles, and 
aircraft. The U .S. Navy intends to deploy this system on 40 
ships. The second is the Patriot missile. The original 
Patriots were deployed during the Gulf War to destroy 
SCUD short-range ballistic missiles. Since the Gulf War 
they have undergone considerable modification to improve 
their effectiveness, and they are now referred to as PAC-2. 
Further modifications will result in a PAC-3 missile that 
will defend not only against SRBMS but also against cruise 
missiles and aircraft. The PAC-3 is scheduled for 
deployment in 2001 (although several observers believe it 
will not be ready until later). 7 

Two missile defense systems are referred to as "upper 
tier." These weapons are intended to defend against 
medi u m range th reats and to provi de coverage over a I arger 
area. One upper-ti er weapon i s the U .S. Army Theater FI i gh 
Altitude Defense System (TFIAAD), a land based missile 
that is intended to hit incoming missiles either inside or 
outside the atmosphere. It is scheduled to be ready for 
deployment in 2007. The Navy Theater Wide (NTW) 
system, which might be ready by 2006, uses a booster to 
launch a projectilethat would kill an enemy missile before it 
enters the atmosphere. It cannot be used for short-range 
threats such as cruise missiles or SRBMs(which don't leave 
the atmosphere). 

F i nal ly, thereare numerous opti ons under consi derati on 
for U.S. national missile defense. These must be considered 
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because, if C h i na's strategi c nucl ear deterrent i s rel evant to 
a regional conflict, so are developments that might 
undermine the viability of that deterrent. The details of 
U.S. national missile defense programs have been spelled 
out in many other documents, so only a brief description is 
provided here. The current program is a combination of 
ground-based interceptors and an "exoat mosph eric kill 
vehicle" intended to stop an incoming missile before it 
enters the atmosphere. These weapons are supported by 
sensors and radars of various types. Current plans for 
depl oyment i n Alaska wi 1 1 provi de protecti on from u p tof i ve 
single warhead ICBMs equipped with simple penetration 
aids. An expanded force of up to 100 interceptors could be 
ready by 2007; this system could protect agai nst an attack of 
25 single warhead intercontinental ballistic missiles 
(ICBMs). 

An alternative to the exoat mosph eric vehicle is a 
interceptor that would hit the enemy missile in the boost 
phase. The earliest date a boost phase weapon could be 
deployed is 2008. Four technical options for boost phase 
intercept are currently being pursued: the airborne laser, 
interceptors launched from unmanned aerial vehicles, a 
space based laser weapon, and a sea based boost phase 
weapon. The airborne laser, if successful, could potentially 
be useful intheAsian theater. 

In order to determine how the existence of these 
weapons would affect a regional conflict, it is critical to 
understand who can acquire them and how they will be 
deployed. The relevant Asian players are J apan, which 
could be drawn into a regional conflict because of alliance 
commitments, and Taiwan. It is unlikely that any of the 
Association of South East Asian Nations (ASEAN) 
countries with which China is likely to come into conflict 
over disputed South China Sea territories will acquire and 
deploy theater missile defense. U.S. deployments of theater 
mi ssiledefense(TMD)arerel evant both becausethe United 
States has troops permanently stationed in Asia, and 
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because additional U.S. forces could be deployed in the 
event of a conflict. 

Taiwan already has PAC-2 and would like PAC-3, as 
well as AEGIS equipped destroyers (Navy Area Defense). 
Taiwan has requested THAAD, but the United States has 
not agreed to sell the weapon when it becomes available. 
Taiwan also has an indigenously produced Patriot missile 
equivalent called the Sky Bow. 

J apan has deployed PAC-2 and can acquire PAC-3 when 
the system comes on line. The J apanese are cooperating 
with the United States on Navy Theater Wide defense, but 
have not yet made a firm decision about purchasing thefirst 
version of NTW (referred to as Block I ) when it is available 
in 2006. J apan has not indicated interest in purchasing or 
deploying THAAD since the early 1990s and appears 
unlikely to do so. 

The United States has deployed one Patriot battery in 
Korea. Although the United States has not stated with 
certainty who will beeligibletobuyfutureTMD systems, a 
1999 Department of Defense (DoD) analysis provided a 
"notional" TMD Asian architecture. 8 This information, 
together with other unclassified sources, make it possi bleto 
make some assumptions based on the range of the weapons 
they are intended to defend against. It is likely thatTHAAD 
will be used by U.S. forces in Korea and possibly J apan as 
well. Navy Area Wide and Navy Theater Wide weapon 
systems will be deployed on ships that are part of the 
Seventh F I eet. Tabl e 3 thus provi des a summary of potenti al 
and pi ausi bl e TM D depl oyments i n Asi a. 

If it is true, as previously suggested, that the possession 
of bal I i sti c mi ssi I es I owers the cost of C hi na's deci si on to use 
coercive measures, then it would logically follow that the 
presence of anti-missile systems would raise the cost 
proportionately. This logic only holds, however, to the 
extent that mi ssi I e defense systems will beeither diffi cult or 
expensive to overcome. China appears to have made a 
calculation that these systems can be overcome, and is 
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poised to respond in a relatively low cost manner. The 
easiest way to neutralize the existence of U.S., J apanese, 
K orean, or T ai wanese weapons i s to expand offensi ve forces 
until they can overwhelm foreign defenses. In order for this 
approach to be effective, China would have to make two 
commitments. First, it would be necessary to achieve 
substantial gains in CEP, as previously discussed. It is well 
established that Chinese scientists and engineers are 
working on improved guidance, and there is every reason to 
believe that they will be successful in achieving a CEP of 
25-40m with commercially available technology. It is true 
that improvements in accuracy might take several more 
years, but it isalsotruethat it will takeafew moreyearsfor 
the U nited States to deploy effective TM D. Thus, the two 
ti mel i nes are I i kel y to converge. 


SYSTEM/ 

DEPLOYMENT 

DATE 

TAIWAN 

J SDF 

USFJ 

KDF 

USFK 

US NAVY 
PACIFIC 

Patriot 

(PAC-3)/'01 

X 

X 

X 

X 

X 


Navy Area 
Defense/ '03 

X 


X 



X 

THAAD/'07 

X 


X 

X 

X 


Navy Theater 
Wide/'06 

X 

? 

X 



X 


Table 4. Potential and PlausibleTMD 
Deployments in Asia. 


Second, it will be necessary for China to commit to a 
substantial increase in the theater missile inventory. 
I nitial ly, it might not be possible to offset every TM D system 
in Asia, but it is reasonable to expect that China will 
attempt to make sure it can overwhelm any TM D weapon 
that could plausibly be deployed in Taiwan between now 
and 2007. Thefinancial cost of this endeavor will depend on 
theexact number of TM D systems that will actually come on 
line. There are no official documents that indicate the total 
number of TMD weapons that will be available within the 
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next 10 years for depl oyment i n Asi a or sal e to Asi an al I i es. 9 
N evertheless, based on the 1999 report referred to above, as 
well as other DoD planning and acquisition documents, it is 
fair to make certain assumptions about missile defense 
availabletoTai wan. These calculations are based purely on 
what systems wi 1 1 actually be built, and noton any political 
consi derati ons that mi ght affect thei r sal e or depl oyment. 1 1 
is plausible that by 2007, before THAAD is operational, 
there could be a total of 330 combi ned upper and lower tier 
ship based missiles, in addition to 48 Patriot missiles 
defending Taiwan. 10 To offset each of these and reserve 
some forces for other Asian contingencies, China would 
realistically need 1000 more missiles than it has today, or 
an additional 166 missiles a year for the next 6 years. 11 
Chinese defense contractors have demonstrated the ability 
to ramp up production, given the average increase of 70 
theater missiles a year for the past 4 years. There would 
certainly be a monetary cost, but it would not be beyond 
China's means. Mark Stokes has estimated that the cost to 
China, per theater ballistic missile, is approximately 
$500,000. 12 This meansan additional expenditure to China 
of $83 million a year for the next 6 years. Expanded 
inventoriesposenoothereasilyidentifiablecosts, sincethey 
would not viol ate any treaty commitments, and they would 
not, in and of themselves, trigger any economic or political 
sanctions. 

The same basic argument holds true for U.S. national 
missile defense. China's possession of a nuclear deterrent 
provides numerous military options that it would not 
otherwise have, in addition to significant prestige and 
political power. Although in theory, boost phase intercept 
defense systems would not cover Chi nese I CBM s, it is very 
likely that China will take no chances and will make sure 
that the I CBM inventory is large enough to defeat any 
plausible U.S. national missile defense. Here again, the 
monetary cost involved is minima I compared with the cost of 
U.S. defenses. Over the next 10 years, the United States 
could conceivably deploy as many as 250 anti-missile 
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weapons. One Chinese analyst therefore speculated that 
China would need approximately 250 additional ICBMs 
(beyon d th e 24 mi ssi I es C h i n a i s bel i eved to cu r r ent I y h a ve) 
over the next 10 years to be certain of defeating any U .S. 
nuclear missiledefense(NMD), and further speculated that 
each missilewould cost China 100 million ChineseRMB, or 
approximately U.S. $12. 5 million. This would amount to an 
expenditure of 25 billion RMB, or U.S. $3. 12 billion, 
approxi mately 25 percent of the current announced Chi nese 
defense budget, or I ess than 2.5 percent per year for the next 

10 years. To be sure, this would entail certain opportunity 
costs, and it might entail political costs if significant 
progress is made on a Fissile Material Cutoff Treaty. But 
even given those potential costs, it is difficult to see how 
China could fail to increase its I CBM inventory to 
compensate for U .S. national mi ssi I e defense systems. The 
risks that China's nuclear deterrent could be undermined 
are probably, from China's perspective, medium to high, 
whereas the costs of eliminating that risk are, by any 
objective standard, extremely low. 13 

Whether a further expansion of Chinese theater and 
strategic missile inventories would constitute an "arms 
race" is an interesting, but perhaps an academic, question. 

1 1 i s true that hi stor i cal I y arms races have been the resu It of 
an "offense-defense" cycle rather than the other way 
around. However, there are no analogous situations from 
history that can be used to draw inferences about this 
particular action-reaction cycle. Even if it were possible to 
make predictions with any confidence, thethreat of an arms 
race does not seem very compelling to any of the 
participants. The fact that the original deployment of 
Chi nese missiles might have started an arms race, and the 
fact that U.S. missile defense deployments might be 
accelerati ng that race seem equal ly i rrel evant to both si des. 

Because the Ameri can mi ssi I e defense "trai n" appears to 
have left the station, and because it does not seem 
reasonable to expect that the Chinese will believe U.S. 
asserti ons that mi ssi I e defense systems wi 1 1 have no effect 
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on China's defense posture, the only exogenous event that 
could break this cycle is a regime imposed limit on missile 
deployment. Unfortunately, international arms control and 
non prol iferati on experts have had a diffi cu It ti me desi gni ng 
and implementing effective regimes to deal with ballistic 
missiles.TheMissileTechnologyControl Regime(MTCR) is 
not a formal treaty, but rather an understanding among 
certain countries that produce ballistic missiles about how 
to limit missileand missile related exports. There are very 
few items that members are precl uded from exporting, but a 
large number of items over which members agree to exercise 
restraint. Although China has made a number of bilateral 
pledges with respect to the MTCR, each one of these 
commitments is qualified or limited in someway, and none 
constitutes a formal treaty. Even if China were a legal 
member of the MTCR, however, its provisions would not 
en su r e any con st r a i nts on C h i n ese opt i on s i n a I oca I conf I i ct . 
For P-5 countries, the MTCR governs transfers of missiles 
and missile technologies, but not inventories. China is not 
dependent on missile sales from abroad, and China's recent 
acceleration in missile production would not in any way 
constitute a violation or an infringement of MTCR terms, 
even if China were a formal member, which it is not. 
Moreover, it is not likely that the scope of the MTCR will 
expand to cover domestic inventories. Russian Prime 
Minister Putin hosted a missile control meeting in March 
2000 for G-8 countries, but thefocus of this meeting was to 
find ways to make MTCR transfer provisions less 
d i scr i mi n atory , andnottoexpandthearran gement to cover 
national holdings, which would likely meet strong 
opposition by all P-5 members. 

Many U.S. officials and scholars view with alarm 
China's increasing theater and strategic missile 
inventories. Whether these concerns are legitimate from a 
security perspective, it is too soon to tell. But it is worth 
remembering that however troubling these missiles might 
be to the United States, Taiwan, J apan, and perhaps other 
Asian countries who do not want to say so publicly, there is 
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no i nternati onal regi me of any ki nd anywhere now, or on the 
horizon, that will put a brake on future Chinese 
development in this area. It is safe to say, moreover, that 
there is not even an international "norm" or consensus that 
China's missiles are inherently destabilizing. 

COSTS VERSUS CONSEQUENCES 

A minimum of two plausible motivations or intentions 
lie behind plans for U.S. theater and national missile 
defense, and it is worth enumerating them becausetheyare 
often assumed to be one and the same, whereas each has a 
d i ffer en t ch a n ce of r ea I i zat i on . T he mi ssi I e defen se effort , i n 
fact, appears to be a convergence of the views of at I east two 
different groups of advocates for the system. Thefi rst set of 
advocates are motivated by thedesi reto protect U .S. troops, 
U.S. allies, U.S. friends (and, inthecaseof NMD,theUnited 
States homeland) from missiles from so-called states of 
concern. This is the official position of the United States 
government. Advocates from this group admit that China's 
defense postu re wi 1 1 be affected, but i nsi st that C h i na i s not 
the object of U.S. NMD and TMD programs. The second 
group of advocates wants to ensure American protection 
from Chinese strategic or theater ballistic missiles, which 
they see as a genuine security threat to the United States. 
As one analyst expressed it: ". . . The development and 
deployment of a robust, highly-capable American ballistic 
missile defense (BMD) program must go forward with all 
deliberate speed. Washington should stop denying that 
there is a link between China's nuclear modernization, 
conventional missile buildup, and proliferation practices 
and the requ i rement for B M D. These i ssues are rel ated." 14 

Whether the first military objective can be met appears 
to be a highly debatable point. This first objective, 
protection of U.S. troops, friends, allies, and homeland, is a 
monumental task, and recent NMD system tests do not 
suggest that it will be accomplished anytime soon. The 
second objective, neutralizing an emerging China threat, is 
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equally difficult although for different reasons. I n the case 
of Taiwan, for example, American TMD systems would 
provide relatively little actual defense, and would function 
almost exclusively as a political gesture. Based on the 
information in the public domain, it is very hard to see a 
scenario in which U.S. missile defense deployments will 
cause China to stop, or even slow down, its military 
modernization program, and many have argued that the 
impact will be exactly the reverse. 

Implied in the arguments of those who see Chinese 
missi les as a di rect threat to the U nited States is the notion 
that the Chinese will change their minds if Washington 
would only stand up tothem. This is consistent with the idea 
that the U n i ted States needs to "respond" to C h i nese mi ssi I e 
deployments and overall defense modernization. In the 
words of one critic, 

The (Clinton) White House hardly says a word about China's 
ongoi ng bal I istic missi le bui Idup; its i r responsi bl e prol i ferati on 
practices, or its robust strategic modernization program. I, 
personally, am at a loss for why this silence persists. Chinese 
national security policies and practices arecritical topeaceand 
stabi I ity i n Asia and American i nterests. The P RC 's actions are 
having a direct effect on American deliberations about missile 
defenses- plain and simple. We must make this clear to 
Beijing . 15 

The assumption is that once China understands the 
linkage between cause and effect, China will remove all 
their mi ssi les from Fujian province and refrain from further 
increases in the inventory, or at I east that they will start to 
behave more reasonably and slow down the rate of 
deployment. It is very likely, however, that the Chinese 
understand perfectly well that it is their mi ssi les that have 
promoted an interest in TMD for Taiwan. In fact, they 
understand it only too well, and reject the U.S. response as 
inappropriate interference in a domestic issue. They have 
probably already assessed in advance the price they will 
have to pay, and have decided that the game is worth the 
candle. 
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An alternative approach proposed informally by an 
American academic toward the end of 2000 is a compromise 
wh ereby i f C h i n a agrees to remove i ts theater mi ssi I es (or at 
I east some of them) from F uj i an P rovi nee, the U n i ted States 
would re-think its plans to sell TMD to Taiwan. The 
assumption is that the promise of U.S. restraint would 
constitute a meaningful incentive. However, it is hard to 
imagine China agreeing to such a request. A U.S. offer to 
stop doing what China believed to be illegitimate to begin 
with hardly constitutes a meaningful incentive. Not to 
mention the fact that the idea would be politically 
unthinkable in Washington. 

Yet another scenario is a compromise in which the 
United States would agree to limits on TMD and NMD 
deployments in return for Chinese limits on nuclear and 
missile modernization, accompanied by transparency 
measures. Accordi ng to a newspaper report of the meeti ng 
at which this proposal was discussed, the Chinese 

would have to convince American planners that any nuclear 
bu i I du p wou I d go on I y so far and wou I d be keyed to the si ze of 
the American shield, allowing China to keep something 
resembling the minimal capacity for a counterattack that it 
has had in the past but not fundamentally altering the 
balanc&Theimmediategoal would not necessarily bea treaty. 
Rather, the two countries could begin by seeking a more 
private and informal "strategic understanding" about the 
expected size of the shield, as well asthenumber and kinds of 
offensive weapons China planned to develop ." 16 

Chi na's leadership would havea very difficult timeagreeing 
to th i s pr oposi t i on i n a pu bl i c way. Agreement wou I d a ppear 
to I egiti mizethe U .S. abi I ity to pose I i mits on Chi nese power 
andsovereign rights. Forthescenariotowork, China would, 
ironically, have to make a nontransparent commitment to 
be more open! And it is likely that conservative politicians 
and bureaucrats in Washington would oppose such a 
compromise, for exactly the same reason. The U ni ted States 
would be put in the position of accepting Chinese imposed 
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limits on what many in Washington perceive to be a critical 
defense program. 

Many others, of course, take a harder line, and suggest 
that the United States must ensure that there are 
consequences to C h i na for depl oyment of these mi ssi I es. The 
underlying assumption is that the United States can find 
and impose a consequence accompanied by a cost so 
unpalatable that China will rethink its security policy and 
its options for dealing with Taiwan. Consequences are not 
the same as costs. To date, no one has identified any real 
costs for Chi na other than the deployment of a very modest 
TMD system, which China could choose to overcome. The 
result would most likely not be more acceptable Chinese 
behavior, and it might actually be a further military build 
up. An effective U.S. response would require the United 
States to make a convi nci ng casetothe rest of the worl d that 
China's missile buildup is doing demonstrable harm. It 
would require developing an international consensus on the 
need for limits on Chinese military, as well as a consensus 
on what the limits should be, followed by international 
support for enforcing those limits. 

Given all these contradictions, a question worth 
consi der i ng i s why the C h i nese themsel ves are so bent out of 
shape about U.S. missile defense plans. At face value, 
Chinese arguments about the potential harm that could be 
donetoChi na by mi ssi I e defense are way out of proporti on to 
the actual cost to China of overcoming U.S. defenses, which 
are (by Chinese admission) down at the nuisance level. 
Perhaps the answer isthat China lacks the capacity to deal 
with any more nuisances right now, and resents the United 
States addi ng to its I ist of emergi ng power problems. 
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CHAPTER 10 


"EATING IMPERIAL GRAIN'?: 

THE ONGOING DIVESTITURE OF THE 
CHINESE MILITARY-BUSINESS COMPLEX, 
1998-2000 


J ames Mulvenon 


Introduction. 

On J uly 22, 1998, at an enlarged session of the Central 
Military Commission (CMC), CMC Chairman J iang Zemin 
gave a speech in which he called for the dissolution of the 
military-business complex, asserting: 

T o make concerted efforts to properly develop the army i n an 
all-around manner, thecentral authorities decided: Thearmy 
and the armed police [wu jing] should earnestly screen and 
rectify [qingli] various commercial companies operated by 
their subordinate units, and shall not carry out any 
commercial activities in the future . . . Military and armed 
police units should resolutely implement the central 
authorities' resolution and fulfill as soon as possible the 
requirements that their subordinate units shall not carry out 
any commercial activities in the future . 2 

J iang then sought to consolidate the decree by publicly 
releasing the announcement through the party's extensive 
propaganda apparatus. That night, J iang's speech at the 
meeting was broadcast on theCCTV Evening News, which 
has the highest rating in China and is closely watched by 
other Chinese media for cues about important stories. 
Observers took special note of the fact that the Chinese 
leader was shown flanked by the top brass of the People's 
Liberation Army (PLA), implying at least tacit consent to 
the decision by the military. The next day, the Party's 
official newspaper, People's Daily, ran a banner headline, 
declaring "PLA Four General Departments Convened in 
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Beijing to Carry Out the Decision of the Anti-Smuggling 
Meeting," with the subtitle "Chairman J iang Talked 
SeriouslyAbout Divestiture." 3 The announcement was then 
pu bl i cl y seconded i n su bsequent days by key members of the 
mi I itary and ci vi Man leadershi p, i ncl udi ng the defacto head 
ofthePLA, General Zhang Wannian, Chief of the General 
Staff General Fu Quanyou (J uly 23), 4 General Logistics 
Department (GLD) Director Wang Ke (J uly 24), 5 General 
Political Department (GPD) Director General Yu Yongbo 
(J uly 25), 6 and General Armament Department (GAD) 
Director General Cao Gangchuan (J uly 26), 7 as well as 
Politburo Standing Committee member Hu J intao. 8 From 
the media barrage, it appeared that the decision might 
actually have the political momentum to dislodge the 
Chinese military from its difficult Catch-22. 

While the divestiture announcement was immediately 
picked up by Western and Chi nese media and portrayed as a 
dramatic reversal of policy, the reality of the situation was 
much more complicated. Divestiture was not a sudden 
decision at all. J iangZemin reportedly first floated theidea 
of military "eating imperial grain" (chi huangliang, i.e., be 
funded solely by the government) in 1990, but it wasjudged 
to be impractical. In the absence of divestiture, the PLA 
underwent over 8 years of rectification and consolidation 
campaigns in the military enterprise system, and 
divestiture should, in many ways, be seen as the logical 
culmination of that effort. Moreover, thej uly 1998 meeting 
was not even thefirst divestitureannouncement. A decision 
to divest had actually been made over a year earlier in May 
1997, though the major transfers were not set to begi n unti I 
3 years later in May 2000. One important prefatory move, 
the withdrawal of the preferential tax rates enjoyed by PLA 
enterprises (local companies previously paid 33 percent 
while PLA enterprises paid only 9 percent), had been 
implemented in early 1998, and the PLA had reportedly 
drawn up a pi an for di vesti ture at I east 6 months i n advance 
of the J uly 1998 announcement. 9 
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Thus, J iang's order represented only an acceleration of 
the divestiture timetable. The complete reasons are not 
entirely known, but there are at I east two competing stories. 
Onerumor claimsthatdivestiturewasinitiated byan angry 
J iang Zemin upon receiving an account of the excessively 
corrupt activities of six PLA and People's Armed Police 
(PAP) companies, the most egregious of which involved oil 
smuggling that was bankrupting the country's two 
geographical oil monopolies. 10 Indeed, there were 
widespread reports of rampant smuggling by the military 
during the Asian economic turmoil in early 1998, allegedly 
depriving the government of hundreds of billions of 
renminbi of customs revenueand worsening deflation. 11 

A second version of the story actually begins with Zhu 
Rongji. 12 According to cited U.S. intelligence sources, Zhu 
Rongji angered thePLA atthej uly 17, 1998, meeting of the 
anti-smuggling work conference by accusing the General 
Political Department's Tiancheng Group of rampant 
corruption. 13 In particular, he singled out a case in which 
the company had avoided paying RMB50 million in import 
and sales taxes after purchasing a shipment of partially 
processed i ron ore from Australia. "Every time our customs 
officials tried to snare these bastards, some powerful 
military person appeared to speak on their behalf," Zhu 
allegedly charged at the closed-door meeting. As anger and 
resentment spread through the PLA leadership, J iang 
Zemin allegedly appeared at the conference 4 days later to 
lend his support to Zhu, confirming that "some units and 
individuals" in the PLA were involved in smuggling. 
According to this account, J iang thereupon announced the 
divestiture order. 

These accounts of the decision to divest the PLA of its 
enterprises raise a fundamental analytical question: how 
did the PLA and theChinese Communist Party (CCP) work 
their way out of what could only be described as the fiscal 
and pol iti cal Catch-22 of mi I itary commerci al i sm? Contrary 
to the conflictual civil-military scenario put forward by 
many observers in the Hong Kong media, the evidence 
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instead suggests that the divestiture in principle was 
largely supported by a corruption-weary military 
leadership. They generally agreed with the political, 
military, and economic rationales for divestiture. On the 
political front, divestiture was aimed at curtailing 
corruption withi n the ranks. The ci vi I ian leadershi p argued 
that as long as the military operated in the commercial 
economy, it was subject to "negative influences." J iang 
Zemin reportedly spoke of preventing the military from 
"changing color" and of keeping the military "pure." At a 
military level, divestiture was designed to return the P LA to 
its primary professional mission: preparing for war. Finally, 
from an economic perspective, there was recognition that 
the military was not terribly adept at running commercial 
operations. 

A key condition for military acquiescence to divestiture, 
however, was an assurance from the civilians that the PLA 
would receive a sufficiently generous compensation 
package for handing over its businesses. I ndeed, sources in 
Beij i ng confirm that thefaultl i nes i n thedi vestitu re process 
could be drawn between supporters, including the senior 
military leadership and the combat units, and those who 
have resisted the ban, especially members of the logistics 
and enterprise management structure, military region 
(M R) commands, and military district commands that stood 
to lose their primary source of legal and illegal income . 14 

The heart of the bargain between the PLA and the 
civilian leadership therefore centered on financial 
compensation— in this case two separate financial deals. 
The first was the one-time transfer of the PLA's divested 
enterprises. Reportedly, the financial burden for these 
ent er pr i ses, i n cl u d i n g t h ei r wei ghty soci a I wel f a r e costs and 
debts, was to be placed upon local and provincial 
governments rather than the central government, though 
no money was to change hands. This devolution of 
responsibility from the center to the localities was seen by 
many as yet another attempt by Zhu Rongj i to restore some 
measure of macro-level economic authority in China by 
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forcing the lower levels of the system to assume greater 
financial responsibilityfortheeconomicunitsintheir area. 

The second negotiation focused on the annual budget 
increases to make up for lost enterprise revenues, with the 
goal of consol i dating J i ang's earl ier decreetothe military to 
"eat imperial grain" rather than rely on business for 
revenue. Before the divestiture was completed, Hong Kong 
sources reported that the PLA would receive between 
RMB 15-30 billion per year, with the exact time frame 
subject to negotiation. 15 Two months later, one of the same 
authors reported that the P LA woul d recei ve RM B50 bi 1 1 ion 
as compensation for its lost enterprises. 16 The Wall Street 
J ournal quoted U.S. diplomats as saying the government 
offered about $1.2 billion, but the military demanded $24 
billion. Sources at the GLD claimed in December 1998 that 
the PLA would receive between RMB4-5 billion in 
additional annual compensation, complementing continued 
double-digit budget increases. 17 

For local units, however, the prospects of a lucrative 
budget deal must be have been bittersweet, si nee it required 
them to buy into what might be called 'the trickle-down 
theory of PLA economics." Whereas units previously had 
relatively direct control over enterprise finances, they now 
had to place their faith in the notion that the budget funds 
would trickle down through thesystem from Beijingtotheir 
level. Previous experience with the Chinese military 
bu reaucracy di d not i nspi re conf i den ce that this wou I d come 
to pass. To ameliorate these concerns, the military 
leadership took steps in the fall of 1998 to improve the 
standard of living for the rank and file. The principal 
measure was an i ncrease i n the sal ari es of servi cemen by an 
average of an additional 10-25 percent, depending on rank 
and location. 18 One lieutenant general in Beijing reportedly 
received a raise of RMB400 per month, while two senior 
colonels claimed increases of 20 percent from 1700RM B to 
2040RMB. 19 Overall, the average soldier in the PLA was 
reportedly expected to receive an additional RMB100 per 
month. 20 
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Phase One: Organization and Strategy. 

Organization of the divestiture effort actually preceded 
J iang's J uly 22 speech. On J uly 20, 1998, J iang chaired a 
meeting of the Politburo and reportedly asserted that 'the 
military cannot run businesses any more or the tool of the 
proletariat dictatorship would be lost and the red color of 
the socialist land would change.” General Zhang Wannian, 
Vice-Chairman of the CMC, convened a meeting onj uly 21 
to set up a military leadership small group, and in that 
meeti ng a set of two mi I estones were reported I y establ i shed: 
by the end of 1999, all businesses would sever their links 
wi th the mi I i tary and starti ng from 1999, the mi I i tary wou I d 
rely entirely on the government budget. 

Immediately after J iang's J uly 22 speech, the four 
General Departments convened a meeti ng to i mpl ement the 
decision, discussing the issue from J uly 23-26. 21 The four 
directors and political commissar Li J inai attended the 
meeting, which established a special task force to oversee 
divestiture. The four general departments eventually 
selected 30 cadres to staff the offi ce of the mi I itary's I eadi ng 
small group. The participants also drafted a preliminary 
plan, and began to lay out policies for dealing with issues 
such as displaced workers, debts and credits, and real 
estate. 

At the same time, a top-level, civilian-led leading group 
was reportedly established, with J iang Zemin's chosen 
successor, Hu J intao, as the head, and other party, 
government, and military leaders, including Zhang 
Wannian, and Luo Gan, as members. 22 Hu's appointment 
served an important prelude to his official appointment as 
vice-chairman of the Central Military Commission at the 
end of October 1999. 23 Despite Hong Kong media stories to 
the contrary, there do not appear to have been any major 
cleavages in the top civilian leadership over divestiture. 24 
One well-informed observer relates that J iang and Zhu 
were closely united on the issue, with J iang providing the 
political clout and Zhu providing economic instructions to 
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his subordinates at the State Economic and Trade 
Commission (SETC) as to the specifics of the separation. 25 
Over the next few weeks, corresponding leadership small 
groups at lower levels of the system, including military 
units and State E conomi c and T rade Commi ssi on branches, 
wer e a I so esta bl i sh ed. 

Duri ng the summer, the divestiture process was del ayed 
significantly by the massive flooding, in which the military 
played a heroic role. By October 6-7, the situation had 
sufficiently stabilized for Central Committee, StateCouncil 
and Central Military Commission to convene the 
"Divestiture of Military, People's Armed Police, and Law 
E nforcement Organs Work M eeti ng," ai med at produci ng a 
detailed plan for the separation of enterprises from units. 26 
At that meeti ng, a new temporary organi zati on was created, 
known as the "National Office for the Handover of 
Enterprises Under the Army, People's Armed Police, and 
Law E nforcement Organs." 27 Theofficeof this leading group 
was staffed primarily by personnel from the State Economic 
and Trade Commission. The following 18 organizations 
were also involved: the four General Departments, the 
People's Armed Police Headquarters, officials from the 
Politics and Law Departments of the State Development 
and Planning Commission, the Commission on Science, 
Technology and I ndustry for National Defense (COSTI ND), 
the M inistry of Public Security, the M inistry of I nspection, 
the Ministry of Civil Affairs, the Ministry of the Treasury, 
the M inistry of Personnel, the M inistry of Labor and Social 
Security, the M i ni stry of F orei gn T rade and E conomi cs, the 
People's Bank, the General T ax Bureau, the I ndustrial and 
Commercial Bureau, and the Ministry of State Security. 
The Handover Office was tasked with the promulgation of 
detailed regulations governing the handover and takeover 
of mi I i ta ry en ter pr i ses, t h e or ga n i zat i on a n d coord i n at i on of 
divestiture, and oversight over lower-level offices. The 
national office was also given responsibility for the 
divestiture of ministry-level enterprises. 28 Similar offices 
were also set up by the State Economic and Trade 
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Commissions of provinces and autonomous regions to take 
charge of the takeover of enterprises based within their 
geographic purview. 

On October 9, after a series of work conferences, thefour 
General Departments of the PLA again convened another 
meeting, entitled the "Divestiture of Military and People's 
Armed Police Work Conference." 29 A I so in attendance were 
representatives of the CMC General Office, military region 
headquarters, and military district headquarters. At this 
meeting, detailed plans regarding the handover of military 
fi rms were prepared. The gui di ng pr i nci pi e of thi s effort, as 
defined by the Central Committee was: "turning over 
enterprises first, consolidating them later." 30 Accordingly, 
the work teams were sent to the units to get a proper 
accounting of the units' legal and illegal commercial 
activities. Information on illegal activities was used to 
prepare cases for the military's discipline inspection 
commission, while data on the legal enterprises were used 
to give the military leadership a clear picture of the extent 
and financial viability of the military-business complex. 
Specifically, the work teams sought to assess the number of 
enter pri ses that requ i red transfer, the n u mber of enter pri se 
empl oyees i nvol ved i n the process, and the asset/debt val ues 
of the enterprises. This first phase was completed by 
mid-October 1998. One official government assessment of 
the asset value of enterprises owned by the military was 
roughly RMB50 billion (U.S.$6.02 billion). 31 

Phase Two: Formal Registration and Asset 
Valuation. 

The second phase of the divestiture, begun in late 
October 1998, involved the formal registration and 
assessment of assets of the enterprises, followed by the 
expected official transfer of these enterprises to Handover 
Offices at the state, provincial, autonomous district, and 
muni ci pal ity I evel . 32 The 16-character si ogan for this phase 
was "comprehensive combing, good planning, discretionary 
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treatment, and step-by-step implementation." 33 1 n general, 
stable enterprises were to be transferred to the 
governments, whi I e profitable companies were to be placed 
underneath the SETC offices. In addition, a considerable 
number of banking, security, and trading companies that 
were poorly managed and operated, together with those 
industrial enterprises that have suffered serious losses 
were expected to be r eorgan i zed or cl osed down a I toget her . 34 

More specifically, divestiture affected each of the six 
parts of the PLA's business empire in different ways. The 
original divestiture order explicitly targeted commercial 
enterprises (j i ngyi ng xi ng qiye), mandati ng that al I of these 
businesses should be either handed over to civilian 
authorities or closed down. For the other five parts of the 
system, the leading groups have been forced to adopt a 
series of gradual policies: 

• Units meeting logistics needs (baozhang xing qiye 
providing houqin fuwu), including repair shops, munitions 
factories, and uniform factories, were partially divested, 
with some businesses handed over to civilian authorities 
and others retained by the military. The guiding rationale 
asserts that the mi I itary does not need to make al I of these 
things itself, and should be able to outsource some of this 
production. 

• Farms (nongchang), covering several million mu of 
land, have been completely retained. 

• Fee-for-service businesses (youchang fuwu), such as 
hospitals and research facilities (keyan danwei), were 
retained because the facilities have excess capacity and 
highly advanced equipment not generally found in the 
civilian sector. I n the case of hospitals, the military alone 
cannot provide enough patients to make efficient use of 
these resources. By serving the public, they can raise their 
level of expertise and earn a relatively insignificant amount 
of money for the mi I itary at the same ti me. 
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• Welfare businesses (fuli xingqiye), including factories 
set up to provide employment to military dependents (also 
known as jiasu gongchang), were partially divested, with 
some closed and others, particularly those in remote areas 
where relatives have no other options for employment, 
retained. 

• Cover operations (yanhu qiye), including enterprises 
providing cover for intelligence gathering, national 
security, foreign affairs, and united front operations, were 
partially divested. 

The center [the top-level leading group] decreed that all 
military enterprises should be dealt with in one of three 
ways. The first option was "handover" (yi jiao) to civilian 
authorities. This applied to commercial operations and 
hotels, though not to guesthouses (zhaodaisuo). Most 
enterprises were to be handed over to local authorities. 
Some were handed over to the central government, 
specifically to the State Economic and Trade Commission 
(J ingmaowei). Local authorities were not to provide any 
compen sat i on , wh i ch was su pposed to come f r om t h e cent r a I 
government intheformof a lump sum. Military employees 
of these enterprises could chooseto return tothe mi I itary or 
tostay with the enterprise. Not surprisingly, lower ranking 
mi I i tary empl oyees tended to stay wi th the enter pr i se, wh i I e 
higher ranking employees tended to return to the 
perquisites of the military. The second option was closure 
(chexiao) of the enterprise. There were many reasons for 
closure, including commercial nonviability, heavy debts, or 
the location of the enterprise within the perimeter of a 
military installation, which meant that the business could 
not be handed over to the civilian authorities without 
creating a security problem. The third and final option was 
retention (baoliu), which was generally applied to those 
enterprises meeti ng specifi c mi I itary needs (baozhang xi ng 
qiye). 

Not surprisingly, the divestiture encountered some 
resistance among mi I itary units rel uctant to part with thei r 
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enterprises during this second phase. Some departments 
reportedly attempted to fold their enterprises under 
subordinate institutions that were not being screened by 
the central authorities. 35 Others tried to shield their 
profitable enterprises while willingly sacrificing their 
bankrupt enterprises. In cases where the enterprise was 
using the label of "military enterprise" (jundui qiye) as a 
convenient cover for tax reductions and privileged access to 
transport or raw materials, individuals or units tried to 
have the enterprises re-classified as nonmilitary 
enterprises. A significant number of enterprises were 
reportedly transferred to the control of relatives of mi litary 
officers or defrocked military officers, meaning that these 
enterprises retained their unofficial links to their former 
units. Some of this backsliding was considered so serious 
that the offi ce of the mi I itary I eadi ng smal I grou p i n thefi rst 
half of December 1998 was forced to dispatch four work 
groups of 30 members each to inspect the larger units. 

Even some of the divestiture transfers themselves 
involved elements of illegality. One of the military's highest 
profile enterprises, the five-star Palace Hotel in Beijing, 
attracted interest from numerous civilian companies. 36 
Eventually, the General Staff Department sold their joint 
venture stake in the hotel to a state enterprise, China 
Everbright Group, Ltd., which was looking to expand its 
hotel assets. According to the PRC J oint Venture Law, 
however, the remaining co-owners, Hong Kong's Peninsula 
Group (which managed the hotel) and Japanese 
construction company, Kumagai Gumi, should have 
enjoyed the right of first refusal of the army's shares. 
Instead, Peninsula got toapprovethe transfer onlyafter it 
was arranged. Ironically, therefore, a process designed to 
reduce the incidence of illegality among the armed forces 
was itself provoking illegal behavior. Moreover, the deal 
may even be detrimental to Peninsula Group. In 1997, 
China Everbright set up its own hotel management firm, 
and might take over from Peninsula when the latter's 
management contract comes up for re-extension in 2002. 
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The emerging details of the second phase also aroused 
resentment among the central, provincial, and municipal 
bureaucrats, who were being "forced" to take over the P LA's 
many large and bankrupt enterprises. 37 The transfer of 
these enterprises to government offices was seen by many 
as another component of Zhu Rongji's strategy to 
re-centralize macro-level decisionmaking authority and 
extract more resources from the provinces, many of which 
were perceived to have benefited disproportionately from 
reform at the expense of central coffers. For the local 
governments, however, these enterprises were simply 
another burden. The factories were particularly 
unattractive to the civilian governments, who would be 
saddled with the fiscal costs of free social services 
(education, housing, health care, etc.) for thousands of 
unemployed or underemployed workers. Furthermore, local 
off i ci a I s wou I d assu me r espon si bi I i ty f or f i n d i n g n ew j obs for 
these workers, adding to their already weighty burden in 
t h i s a r ea . S ome of t h e pr obi ems were add r essed at a cr i t i ca I 
"transfer work meeting" convened on November 29. 

December 15, 1998: Official Handover. 

By December 15, 1998, the government officially 
announced the end of the second phase. Reportedly, 2,937 
firms belongingtothePLA and People's Armed Pol ice were 
transferred to local governments, and 3,928 enterprises 
were closed. 38 The big loser wastheGLD, which saw more 
than 82 percent of its enterprises transferred or closed. A 
partial list of the enterprises can be found in Table 1. 
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Province 

Units 

Workers 

Output 

Value 

Profits 

Asset 

Values 

Debt 

Values 

Hebei 39 

122 




1.47b 

1.07b 

Guangdong 40 

390 

6700 



2.0b 


J iangsu 41 

64 




1.4b 

830m 

_ ... 42 

Bajing 

68 

2300 



1.4b 


43 

Shenyang 

47 

762 

534m 




44 

Hainan 

29 






Shanghai 45 

9 

600 


30m 

300m 


Tianjin 46 

67 






, . .47 

J iangxi 

8 

687 



45.7m 


48 

Lanzhou 

68 







Table 1. Partial List of Divested PLA and PAP 
Enterprises. 


One-third of the companies and their subsidiaries were 
retained by divestitureofficesatthecentral level, whilethe 
remai ni ng two-thi rds weretransf erred todivestitureoffices 
at the local level. Profitable regional military 
conglomerates, such thej inling Pharmaceuticals Group in 
the Nanjing MR, were placed directly under thedirection of 
the regional commission. 49 By contrast, the 10 mid-sized 
firms and 40 small-sized firms of the Strategic Rocket 
Forces, whose businesses had not been terribly profitable, 
were given to their local governments. 50 The commercial 
el ements of Chi na's most profitabl e mi I i tary congl omerates, 
such as Xinxing, Songliao, and Sanjiu (999), were not 
handed over to local governments for reorganization, but 
were instead placed directly under the control of the State 
Economic and Trade Commission in Beijing. 51 Eventually, 
it was thought that these large companies would be 
independent, state-owned conglomerates. As an example, 
the exper i ences of Xi nxi ng i n thi s process are representati ve 
of the fate of these big firms. 52 Because Xinxing contained 
enterprises engaged in both military and non-production, 
i ts h a n dover was very com pi i cated . I n t h e en d , 56 n u m ber ed 
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factories, which produced machines, logistics materials, 
clothes, and hats for the PLA, were kept under military 
control, but the trade group was transferred to the SETC. 
Theten specialized firms owned byXinxing were reduced to 
seven after divestiture, with Xinxing Foundry retained by 
the military and two other firms transferred to chemical 
groups. At the same time, three new firms, including the 
General Logistics Construction Company that built the 
Military Museum, the new CMC Building, and the Beijing 
301 Hospital, were added to Xinxing, restoring the number 
of firms to ten. 

All of the large-size firms were subject to a broad set of 
rules. The central government would still control the 
nomi nati on of the I eadersh i p of I arge-sizefi rms, groups, and 
major enterprises of important industries. In terms of 
accounting and budget, the Ministry of Treasury would 
manage the fi nanci al affai rs of those fi rms managed by the 
central government. All firms were required to participate 
in local social insurance schemes according to geographic 
divisions. 

The remaining 8,000-10,000 enterprises, most of which 
were the smaller, subsistence-oriented enterprises at the 
local unit level, remained in the military. 53 The reforms 
were also "suspended" in some sectors, especially civil 
aviation, railway and posts and telecommunications, 
because of the "special nature" of these industries. 54 For 
example, the Air Force's China United Airlines was 
permitted to continue operating. 55 Other notable except ions 
included the 56 numbered factories previously under the 
control of the GLD's Xinxing Group, which remained under 
the administrative control of the General Logistic 
Department's pared-down Factory Management 
Department (formerly the larger Production Management 
Department); and Poly Group, which was divided between 
the General Equipment Department (arms trading 
elements like Poly-Technologies) and COSTIND. 
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Phase Three: The Real Bargaining Begins. 


A Handover Office Work Meeting was held December 28, 
1998, at the J ingfeng Hotel in Beijing. 56 The meeting, 
chaired by Handover Office Director Sheng Huaren, was 
attended by the CEOs of the 148 large-size PLA and PAP 
enterprises handed over to the SETC Handover Office. 
According to Sheng, these 148 enterprises and groups 
included 903 factories and subsidiaries, all of which hadalso 
been relinquished to the national office, and other military 
enterprises, which had been given to local handover offices. 
Wh i I e t h ese moves were si gn i f i ca nt i n t h ei r sea I e a n d scope, 
the Central Committee's guidance cited above also 
suggested that the opening two phases of the divestiture 
were only the beginning of a much longer, and more 
protracted process of allocating and restructuring 
thousands of troubled enterprises. According to Qin 
Chaozheng, the director of the Economic and Trade 
Commission of the Hebei Provincial Government: 


It will be an arduous task to turn these enterprises over to 
proper units for their management and to standardize their 
operation. More than half of these enterprises are poor in 
management. It is necessary to further improve their 
management mechanisms and turn them into legal and 
competitive entities that are suitable to the market economy 
and that are able to conduct management independently . 57 


The first task for the third phase of the divestiture 
process, which began after the December 15 transfers, 
involves going through the accounts of all PLA enterprises, 
which must be squared beforethese enterprises areal lowed 
to become fully civil ianized or merged with civilian firms. It 
is expected that this process will take at least 2-3 years, 
depending on the number of major corruption cases that are 
generated. The asset evaluation was to be performed by 
accounti ng agenci es desi gnated by the SETC . 58 Some initial 
results of the third phase have already been publicized. 
Among many examples, the PLA's 9791 Cement Factory 
was turned over to local authorities in Tongchuan City on 


201 



March 30, 1999, and renamed the "Shaanxi Provincial 
Lishan Cement Plant." 59 In March 1999, it was also 
announced that 150 large enterprises formerly owned by 
the military and the armed police were being transformed 
into state-owned corporate groups. 60 Xinxing, for example, 
remains as an independent, nonmilitary entity, controlling 
one of the General Logistics Department's largest 
construction units. The top-level management of the large 
enterprises is being selected and appointed by the central 
government, especially the Ministry of Finance, which was 
placed in charge of supervising the assets of these 
enterprises. By contrast, nearly all of the smaller 
enterprises have been handed over to local authorities. 
Regardless of size, however, all enterprises are being 
required to transfer their credit liabilities, as well as 
parti ci pate i n the medi care i nsurance programs on behalf of 
their employees. Those that failed to offset their debts 
would be overhauled, shutdown or acquired by other, viable 
companies. 

Exempted from Divestiture: PLA Telecoms. 

M i I i tary commerci a I tel ecommu ni cati ons ventures were 
one sector singled out for special exemptions. I nterviews in 
Beijing strongly suggest that PLA telecoms in general was 
given a "get-out-of-jail -free" card from the central 
leadership, because the resulting information technology 
acquisition was seen as an essential contributor to the 
command, control, communications, and intelligence (C4I ) 
revolution currently underway in the PLA. To manage the 
post-divestiture operations, the PLA created two 
communications groups. Reportedly, the first is dedicated 
exclusively to internal military traffic at high levels of 
security. The second leases capacity of existing networks to 
civilian operators. In the latter case, the PLA was 
considered to be de-linked if they did not directly enroll 
individual subscribers (i.e., deal directly with "the public"), 
yet they could I ease to operators who did enroll customers 
(i.e., cable companies). While radio paging was abandoned 


202 



(e.g., China International Trust and Investment 
Corporation [CITIC] Pacific bought the Bayi radio paging 
business in Guangzhou) and many companies had to break 
their high-profile links with foreign companies, the China 
Electronic Systems Engineering Company (CESEC) in 
particular was not only allowed to stay in business but in 
some cases expand its operations. 

One illustrative case of the new ambiguous status of 
PLA telecommunications involves a fiber optic network 
previously managed by the Guangzhou Military Region. At 
the end of 1998, the network's managing unit, the Office of 
Technology Support for Economic Construction (OTSEC), 
was nominally transferred over to the Guangdong 
provincial government as part of thedivestitureprocess. By 
all accounts, the transfer appears to be a legal rusetoallow 
the PLA to continue to be engaged in commercial telecom 
acti viti es. The offi ce remai ns essential ly mi I itary and it sti 1 1 
oversees much of the military telecom network in the 
Guangzhou MR, as well as the optical fiber network. The 
OTSEC is still actively negotiating with a large number of 
Chinese and foreign companies to lease surplus PLA 
telecoms networks and to build an updated high speed data 
and voice transmission network. In February 2000, Hong 
Kong-based CITIC Pacific purchased the fiber network 
itself from the P LA to be the cornerstone of its new network 
rollout. It is said that CITIC spent over 2 billion RMB 
buying the unused fiber from the military. An $80 million 
purchase of optical equipment from Lucent will expand the 
capacity of the existing 16,000km of fiber and extend it to 
over 32,000km nationwide. Despite the sale of the network 
to civilians, however, interviews indicate that the PLA 
continues to retain controlling ownership of the lines 
through civilian fronts. 

Perhaps the most salient example of the uncertain legal 
and regulatory status of continuing PLA telecommuni- 
cations ventures involves the "Great Wall” Code Division 
Multiple Access (CDMA) cellular project owned by the 
General Staff Department Communications Department's 
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commercial arm, CESEC. In accordance with divestiture, 
CESEC sold its 20 percent share in the Nanjing-based 
satellite joint venture holding company with KPN Royal 
Dutch Telecom, but retained initial control of the four trial 
CDMA networks in Beijing, Tianjin, Xi'an, and Shanghai. 

In 1999, CESEC's civilian partner in the deals, China 
Telecom, was ordered out of the projects, so that the 
networks could be prepared for handover to China Unicom, 
the weak number two telecom player which was betting on 
CDMA to help it gain a respectable market share against 
the larger Global System for Mobile Communications 
(GSM) networks run by China Telecom. As quickly as this 
arrangement was offered, however, the central authorities 
reversed themselves, and announced that the P LA would be 
retaining ownership of the networks. There are many 
competing reasons why the transfer fell through. China 
Telecom did not want Unicom to get Great Wall's CDMA 
networks, since the combined CDMA assets of the two 
players posed a greater threat to the dominant market 
share enjoyed by China Telecom's GSM networks. Unicom 
did not want to be bothered with Great Wall's overhead, 
which included significant debt, personnel, housing, 
pension, and other social welfare costs. Moreover, the Great 
Wall system is a narrow-band second-generation CDMA 
standard, and Unicom wanted to move to the broadband 
third-generation standard. 

Before resuming its CDMA business, however, CESEC 
had to sol ve a bi g probl em. D i vesti tu re expl i ci 1 1 y proh i bi ted 
the PLA from dealing directly with customers, so they 
needed a new partner that could serve as an "interface." 
Eventually, CESEC appeared to partner with ChinaSat, 
the satel I ite communi cati ons company spun off from China 
Telecom. Si nee Great Wall was the name of the now defunct 
joint venture between CESEC and China Telecom, the 
Great Wall joint venture was formally superceded by a 
company called China Century Mobile Communications 
Company, whose investors reportedly include CESEC, 
ChinaSat, the Beijing Municipal Government, Datang 
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Group, and Beijing Zhongguancun Technology 
Development Ltd. The latter company, which plans to 
invest U.S. $6 million in Century Mobile once it is approved 
by the central government, is itself owned in part by two of 
China's best known companies, Founder Group and Legend 
Group Holdings, the country's biggest computer maker. 
Additional technical support (and perhaps a small share of 
equity investment) will likely be provided by the Chinese 
Academy of Telecommunications Technology, a research 
institute under the Ministry of Information Industry. 
CESEC's role in Century Mobile is also multi-faceted, 
undercutting earlier reportsthat ChinaSat would bethede 
facto operator of the networks with CESEC as a passive 
investor. Instead, it appears that CESEC has retained its 
primary role as the designer, builder and integrator of 
communications networks. As stated by one official from 
Shenzhou Great Wall Communications Development 
Center, the PLA company overseeing the trial CDMA 
network in Beijing: "Other companies will invest in the 
network, and we will build it." 61 

The first public hint of these new developments 
appeared in late December 1999, when Samsung and a 
company named Hebei Century Mobile Communications 
began construction of a new CDMA network serving 11 
cities in Hebei province. Ina press release only circulated in 
Korea, Samsung heralded the opening of the Hebei 133 
CDMA mobile telephone network. The Korean company 
reportedly supplied U.S. $31 million of mobile systems 
equipment, including 11 mobile switching centers (capable 
of servi ci ng 200,000 subscri bers) and 165 base stati ons, and 
expected morethan U.S. $200 mi 1 1 ion in follow-up orders. By 
February 2000, this network reportedly had attracted 
15,000 subscribers. 62 

The Great Wall/Century Mobile case is a striking 
illustration of the continuing role of the PLA in commercial 
telecoms operations, and certainly suggests that 
telecommunications was exempted from divestiture. At the 
very I east, it suggests that the ci vi I i an I eadershi p i s wi 1 1 i ng 


205 



to turn a blind eye to the activities, because of their side 
benefits for the military's own communications system. 
Divestiture, therefore, was not a blanket condemnation of 
the military's participation in business, but instead was a 
process capable of making logical exceptions, especially 
when it threatened to throw the baby out with the 
bathwater. At thesametime, the PLA telecommunications 
networks continue to operate in a hazy, inchoate gray area, 
with neither central approval nor rebuke. At a J uly 18, 
2000, cabinet meeting, for instance, State Council 
"Document No. 40" was reportedly issued, ordering the 
military once again to turn the Great Wall networks over to 
China Unicom as well as the 10MHz of frequency in the 
800MHz band that the military was using for its CDMA 
systems. For more than a month, the military allegedly 
resisted the command, hoping to retain some or all of the 
networks and frequencies for its own secure 
communications. As of September 2001 it is still not clear 
whether the transfer has been completed. 

Divestiture Problems: Resource Allocation and 
Discipline. 

As the divestiture entered 1999, some serious 
bureaucratic and political conflicts began to surface. 
Overall, they can be divided into two categories: resource 
allocation and discipline. Each of these disputes has 
important implications for our assessment of the final 
success or fai I ure of the divestiture process. 

I n terms of resource allocation, early trends suggested 
that the PLA's compensation, especially in the area of the 
official budget, was going to be far less than the military 
expected. In March 1999, Minister of Finance Xiang 
H uai cheng announced the mi I itary budget for the newfi seal 
year in his annual work report: 

In line with the CCP Central Committee request, central 

finances will provide appropriate subsidies to the army, armed 

pol iceforce, and pol itical and law organs after thei r severance of 
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ties with enterprises. I n this connection, this year's defense 
expense will be 104.65 billion yuan, up 12.7 percent from the 
previousyear because of the provision of subsidies tothearmy 
and of regular increases. 63 

Outside observers immediately noticed the meagerness 
of the figure, both in relative and absolute terms. At a 
relative level, the 12.7 percent increase was not 
significantly higher than the 12 percent increase of the 
previousyear,callingintoquestionthenotionthatthefiscal 
priority of the P LA had been augmented. Even in absolute 
terms, the increase of RMB 13.65 billion between 1998 and 
1999 was not that much larger than the RMB 10.43 billion 
increase between 1997 and 1998, and reportedly included 
only a RMB3 billion compensation for the loss of business 
income. Where was the additional RMB15-50 billion 
reported in the Hong Kong media? Why did the military 
receive only RMB3 billion extra when even the official 
China Daily newspaper pegged the estimated annual 
profits and taxes of the enterprises at RMB5 billion 
(U.S.$602 million)? 64 

There are several plausible explanations for this 
budgeting outcome. The first, and most difficult to prove, is 
that that P LA was suffi ci entl y compensated with off-budget 
funds that are not calculated into the official budget. Given 
the Byzantine nature of the Chinese budgeting process, we 
may never have a definite estimate of any off-budget 
compensation. The second explanation is that the PLA did 
not have as much as leverage in the divestiture process as it 
or outsiders thought, allowingthe civilian leadership to get 
the military out of business "on the cheap." The third 
possibility, supported by a loud chorus of PLA grumbling 
and complaining, is that the military was "duped" by the 
civilian leadership, the latter of whom had implicitly 
promised a higher level of compensation. Indeed, there is 
some evidence to suggest that the RMB3 billion of 
compensati on i s based on the conservati ve profit esti mate of 
RMB3.5 billion (on total revenue of RMB 150 billion) that 
the PLA gave to Zhu Rongji before the divestiture 
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announcement in J uly. This low estimate was very much in 
line with previous P LA estimates by the General Logistics 
Department, which consistently undervalued the profit of 
the mi I itary enterpri se system i n order to I essen the central 
tax burden of the commercial units. If the above story is 
true, then themajor source of the PLA's animus may be that 
it was hoisted by its own petard. At the time of writing, 
however, it is difficult to judge which of these three 
explanations is correct, but the fact remains that vocal 
elements within the PLA appear to be significantly 
dissatisfied with the compensation package, above and 
beyond the usual bureaucratic rapaciousness for ever 
greater resources. 

Apart from budgets, additional resource allocation 
disputes have arisen over distribution of enterprise assets 
in the post-divestiture environment. According to one 
well-informed observer, there have been some serious 
differences over I evel s of asset compensati on because of the 
escalating costs of debts and liabilities incurred by 
enterprises . 65 Many firms were poorly managed with 
incomplete accounting records and borrowed from multiple 
creditors. The firms' relationships with banks needed to be 
clarified, and licenses needed to be re-registered. Another 
problem involved personnel. When military officers and 
workers were transferred to the localities, their healthcare 
and insurance had to be transferred as well, creating 
unwanted social welfare burdens for the new owners. 

In other cases, there is intra-military bargaining over 
the fate of individual assets. One of the most public 
examples of this was the dispute between the Beijing 
Military Region and the General Armaments Department 
overthefateoftheHuabei Hotel in central Beijing. 66 Linder 
the rules of the handover, mi I itary units at the bureaucratic 
rank of military region, which also covers the new GAD, are 
allowed to keep only one three-star hotel. Before 
divestiture, the Beijing Military Region controlled two 
three-star hotels, including the Huabei, which it agreed to 
hand over totheSETC Handover Office. SincetheGAD isa 
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new organization and therefore had no hotels, it reportedly 
coveted the Beijing command's extra hotel. Thus far, 
however, the military region headquarters has declined to 
transfer the hotel to the General Armaments Department, 
igniting an unresolved bureaucraticstrugglewithin thetop 
military and civilian leaderships. 

The second major set of problems resulting from 
divestiture involved discipline issues, mainly corruption 
and profiteering. While the data in this area remain 
anecdotal, there is some evidence to suggest that the 
civilian leadership has aggressively pursued discipline 
investigations involving corruption in PLA enterprises, 
much tothechagri n of P LA offi cers whofeel that theeiffort is 
gratuitous and harmful to the public reputation of the 
military. 67 Susan Lawrence of the Far Eastern Economic 
Ro/iew reports from well-placed Chinese sources that the 
SETC Receiving Office has a list of 23 company executives 
at the rank of major-general or above who have fled the 
country since the divestiture was announced. 68 Seven of 
these officers are from the Guangzhou Military Region, 
which handed over more than 300 enterprises, and another 
fi vearefrom P LA headquarters. Among the I atter i s L u B i n, 
former head of the General Political Department's 
Tiancheng Group, who was arrested overseas and 
extradited in January 1999. Other arrestees include a 
senior colonel who was the head of one of the PLA's top 
hotels, the Huatian, which is located in Changsha. As the 
various receiving offices continue to process the assets and 
books of some of the shadier PLA enterprises, one can only 
expect the numbers of disciplinary investigations to 
increase. 

Conclusion. 

In a sense, divestiture brings the PLA full circle. The 
pattern of the campaign, ranging from the transfers of its 
high-profile commercial enterprises to the retention of its 
lower-level farms and industrial units, suggests that the 
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military has essentially returned to the pre-1978 
"self-sustai ni ng” economy. Thus, the wi despread concl usi on 
that the PLA has been "banned” from business is far too 
simplistic. The military will continue to operate a wide 
variety of small-scale enterprises and agricultural units, 
with the goal of supplementi ng the i ncomes and standards 
of living for active-duty personnel and their dependents at 
theunit level. Profit and international trade, however, will 
no longer be critical features of the system. Moreover, the 
military leadership hopes that the divestiture of profitable 
companies will greatly reduce the incidence of corruption 
and profiteering in the ranks, and thereby refocus the PLA 
on its important professionalization tasks. 

At this point, of course, it is too soon to judge the 
long-term impact of this divestiture on the PLA. While 
participation in business had spawned endemic levels of 
corruption, an honest assessment would also admit that the 
military-business complex made positive contributions by 
subsidizing an underfunded military, improving the 
material lifeoftherank-and-file, and creating jobs for cadre 
relatives. Despitethese benefits, however, the military and 
civilian leadership in the end decided that the 
disadvantages of commercialism outweighed the 
advantages, particularly with the prospect of professional 
tasks like the liberation of Taiwan and potential military 
conflict with the United States on the horizon. 

What wi 1 1 the short- to medi um-term future hold for the 
divestiture process? Most likely, the next few years will 
witness repeated "mop-up" campaigns on the part of the 
central leadership and significant resistance and 
foot-dragging on the part of local military officials, 
repeating the pattern of earlier rectifications. An audit in 
early 1999 reveal ed that the mi I itary had kept back some 15 
percent of its businesses, necessitating the extension of 
some deadlines until August 1999. As late as May 2000, a 
top-level meeting on divestiture all but admitted that the 
military continues to shield some assets from the process, 
stating that the withdrawal of the military from business 
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activities had only been "basically completed” (emphasis 
added ). 69 Nonetheless, it is critical not to downplay the 
importance of what has already occurred. There is 
significant evidence to suggest that the divestiture has 
ended the legal participation of the PLA in commercial 
activity, perhaps closing one of most uniqueand interesting 
chapters of the post-Mao revolution. 
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